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Meeting and Issue Schedule

(August 30, 2004)

April 20, 2004
10:00 AM - 12:30 PM
Senate Hearing Rm 4

Election of Officers
Session Update
Interim Work Plan
Meeting Dates

May 18, 2004
9:30 AM - 4:00 PM
Senate Hearing Rm 4

Orientation

June 15, 2004
10:00 AM - 12:30 PM
Senate Hearing Rm 4

Adequacy of Benefit
Military Service Credit

July 13, 2004
10AM-1PM
Senate Hearing Room 4

Election of Chair

Adoption of Meeting Schedule
Purchasing Power
Post-Retirement Employment
Contribution Rate Setting

August 17, 2004
10AM-1PM
Senate Hearing Room 4

Rules of Procedure
Gain-sharing
Purchasing Power - Options

September 7, 2004
10AM-1PM
Senate Hearing Room 4

Retiree Health Insurance
Age 65 Retirement

PFC Recommendations
OSA 05-07 Budget Request

October 19, 2004
10AM-1PM
Senate Hearing Room 4

Age 65 Retirement - Options

LEOFF 1 Issues

State Patrol Rate Stability
Post-retirement Employment

SCPP Executive Committee Membership
Interruptive Military Service

November 9, 2004
10AM-1PM
Senate Hearing Room 4

Plan 3 Vesting

Part-Time ESAs
Technical Corrections
Contribution Rate Setting

December 7, 2004
10AM-1PM
Senate Hearing Room 4

Legislation

PEFC Audit and Recommendations

Select Committee on Pension Policy
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P.0.Box 40914

Select Committee on Pension Policy ‘oo

Representative Gary Alexander

Elaine M. Banks
TRS Retirees
D ™ TES Marty Brown, Director*
Office of Financial Management
September 7, 2004
Senator Don Carlson
The Select Committee on Pension Policy met in Senate Hearing Room 4, Olympia, John Charles, Director
Washington on September 7, 2004. Department of Retirement Systems
. . Representative Steve Conway*
Committee members attending: Vice Chair
Senator Fraser, Chair Doug Miller Representative Larry (rouse
Representative Conway, Vice Chair Glenn Olson Richard Ford
Representative Alexander Representative Crouse PERS Refirees
Elaine Banks Diane Rae Senator Karen Fraser*
Senator Carlson Senator Regala Chair
Representative Fromhold J. Pat Thompson .
Leland Goeke Dave Westberg Representative Bill Fromhold
Corky Mattingly Leland A. Goeke*
TRS and SERS Employers
Maureen Westgard attending for John Charles. Bob Keller
PERS Actives
Senator Fraser, Chair, called the meeting to order at 10:05 AM. .
Corky Mattingly
) PERS Employers
Senator Fraser welcomed Maureen Westgard, Deputy Director, Department of
Retirement Systems attending for John Charles. Doug Miller
PERS Employers
1) Appointment to the State Actuary Appointment Committee Glenn Olson
J. Pat Thompson of the Select Committee on Pension Policy was appointed to PERS Employers
replace Richard Ford on the State Actuary Appointment Committee Diane Rae
“TRS Actives
2) Retiree Health Insurance .
Bob Baker, Senior Research Analyst, presented the report entitled “Retiree Senator Debbie Regala
Health Insurance.” J. Pat Thompson
PERS Actives
Pete Cutler, Acting Administrator, Health Care Authority, reviewed the . i
“Washington State Heath Care Authority, Uniform Medical Plan” handout. Dav;gR?:;itv':ffg

The following people testified:
John Kvamme, Washington Association of School Administrators/
Association of Washington School Principals *Executive Committee
Sam Kinville, retired

(360) 753-9144
Fax: (360) 586-8135
TDD: 1-800-635-9993
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Draft Minutes
September 7, 2004
Page 2

Age 65 Retirement
Laura Harper, Senior Research Analyst Legal, presented the report entitled
“Age 65 Retirement.”

Pension Funding Council Recommendations

Senator Fraser reported on the results of the Pension Funding Council
Subgroup committee meeting and that the SCPP supports the continued full
funding of the Washington State retirement systems but also realizes the
significant financial commitment associated with implementing the required
contribution rate increases.

Matt Smith, State Actuary, reviewed the “Deferred Rate Increases” report.

It was moved to adopt and recommend to the Pension Funding Council
the preliminary 2005-07 contribution rates, as calculated by the State
Actuary, including the cost of recognizing the liability associated with
future gain-sharing benefits. Seconded.

MOTION CARRIED

It was moved to recommend to the Pension Funding Council that the
2005-07 contribution rates as calculated by the State Actuary be
approved. Seconded.

MOTION CARRIED

Office of the State Actuary 05-07 Budget Request

Matt Smith, State Actuary, reviewed the 2005-07 Budget Request handout.
Committee members discussed this issue and the Chair recommended to
prioritize the new budget increase as follows: (1) Actuarial Valuation System;
(2) Publications Specialist; (3) Business Plan Consultant.

1t was moved to approve the 2005-07 budget as recommended and the
new budget increase be prioritized as the chair submitted. Seconded.
MOTION CARRIED

Senator Fraser reviewed a letter submitted by Cassandra de la Rosa, Executive
Director, Retired Public Employees Council of Washington.

The meeting adjourned at 12:30 PM.

OASCPP\2004\10-19-04 Full\draft minutes 9-7-04.wpd



select Commuitee on Pension Policy
Age 65 Retirement

Probability of Service Retirement
(October 18, 2004)

LR EEPESES

Option 1: Rule of 90

Kicker Added to Retirement Probability

PERS PERS SERS SERS TRS TRS
Male Female Male Female Male Female

Age
55 035 029 030 030 0.30 0.30
56 035 029 030 030 030 0.30
57 035 029 030 030 030 0.30
58 029 022 030 030 030 0.30
59 029 022 030 030 030 0.30
60 0.29 022 030 030 030 0.30
61 029 022 025 030 0.30 0.30
62 029 0.16 025 020 0.30 0.20
63 0.11 0.16 0.25 020 0.25 0.20
64 0.11 0.16 0.25 0.20 0.25 0.20

The kicker is added to the retirement probability when first eligible
for the Rule of 90. For each year after the year first eligible, 25%
of the kicker is added.

Gtaber 12, 1004 SCPP Hul Committe Page [ of T
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Option 2: Unreduced Retirement at Age 60 with 20 Years of Service

Current Assumptions Age 60 with 20 Years of Service
PERS PERS SERS SERS TRS TRS PERS PERS PERS SERS SERS SERS TRS TRS TRS
Male Male Male Male Male Male Male Male Male Male Male Male Male Male Male
>=20 >=20 >=20
Age <30 >=30 <30 >=30 <30 >=30 <20 <30 >=30 <20 <30 =>=30 <20 <30 >=30
54 0.02 0.04 0.05 0.08 0.02 0.02 0.04 0.05 0.05 0.08

55 0.05 0.07 0.05 0.07 0.05 0.08 0.05 0.05 0.07 0.05 0.05 0.07 0.05 0.05 -0.08
56 0.05 0.07 0.05 0.07 0.05 0.08 0.05 0.05 0.07 0.05 0.05 0.07 0.05 0.05 0.08
57 0.05 0.07 0.05 0.07 0.05 0.08 0.05 0.05 0.07 0.05 0.05 0.07 0.05 0.05 0.08

58 0.10 0.14 0.10 0.14 0.05 0.08 0.10 0.10 0.14 0.10 0.10 0.14 0.05 0.05 0.08
59 0.10 0.14 0.10 0.14 0.20 0.30 0.10 0.10 0.14 0.10 0.20 0.14 0.20 0.38 0.30
60 0.14 0.21 0.14 0.21 0.40 0.60 0.14 0.22 021 0.14 0.20 0.21 0.40 0.63 0.60
61 0.14 021 0.14 0.21 0.30 0.45 0.14 0.22 021 0.14 0.45 0.21 0.30 0.47 0.45

62 0.33 0.50 0.33 0.50 0.30 0.45 0.33 0.49 0.50 0.33 0.30 0.50 0.30 0.38 0.45
63 0.26 0.39 0.26 0.39 0.60 0.90 0.26 0.44 0.39 0.26 0.38 0.39 0.60 0.80 0.90
64 0.79 090 079 0.90 0.50 0.50 0.79 0.90 0.90 0.79 0.90 0.90 0.50 0.50 0.50
65 0.52 0.52 0.52 0.52 0.50 0.50 0.52 0.52 0.52° 0.52 0.52 0.52 0.50-..0.50 0.50
66 0.30 0.30 0.30 0.30 0.50 0.50 0.30 0.30 0.30 0.30 0.30 0.30 0.50 0.50 0.50
67 0.22 022 0.22 0.22 0.50 0.50 0.22 0.22 0.22 0.22 0.22 0.22 0.50 0.50 0.50
68 0.22 0.22 0.22 0.22 0.50 0.50 0.22 0.22 022 0.22 0.22 022 0.50 0.50 0.50
69 026 026 1.00 1.00 1.00 1.00 026 026 0.26 1.00 1.00 1.00 1.00 1.00 1.00
70+ 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

§CPP Hull Commitien
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Option 2: Unreduced Retirement at Age 60 with 20 Years of Service

Current Assumptions Age 60 with 20 Years of Service
PERS PERS SERS SERS TRS TRS PERS PERS PERS SERS SERS SERS TRS TRS TRS
Female Female Female Female Female Female Female Female Female Female Female Female Female Female Female

>=20 >=20 >=20
Age <30 >=30 <30 >=30 <30 >=30 <20 <30 >=30 <20 <30 >=30 <20 <30 >=30
54 0.02 0.04 0.03 0.05 0.02 0.04 0.04 0.03 0.05 0.05

55 0.05 0.07 0.05 0.07 0.05 0.08  0.05 0.05 0.07 0.05 0.07 0.07 0.05. 0.08 0.08
56 0.05 0.07 0.05 0.07 0.10 0.15 0.05 0.05 0.07 0.05 0.07 0.07 0.10 0.15 0.15
57 0.05 0.07 0.05 0.07 0.10 0.15 0.05 0.05 0.07 0.05 0.07 0.07 0.10 0.15 0.15
58 0.05 0.07 0.05 0.07 0.10 0.15 0.05 0.05 0.07 0.05 0.07 0.07 0.10 0.15 0.15
59 0.05 0.07 0.05 0.07 0.15 0.23 0.05 0.05 0.07 0.05 0.25 0.07 0.15 0.34 0.23
60 0.14 0.21 0.14 021 020 0.30  0.14 027 021 0.14 0.20. 0.21 0.20 0.31 0.30
61 0.18 0.27 0.18 0.27 0.30 0.45 0.18 0.24 0.27 0.18 0.35 0.27 0.30 0.33 0.45
62 0.30 0.45 0.30 0.45 0.30 0.45 0.30 0.52 0.45 0.30 0.35 0.45 0.30 0.50 0.45
63 0.26 0.39 0.26 0.39 0.50 0.75 0.26 0.44 0.39 0.26 0.44 0.39 0.50 0.75 0.75
64 0.82 0.90 0.82 0.90 0.50 0.50  0.82 0.90 0.90 0.82 0.90 0.90 0.50 0.50 0.50
65 0.49 049 049 049 030 030 049 049 049 049 049 0.49 0.30 0.30 0.30
66 0.30 0.30 0.30 0.30 0.25 0.25 - 0.30 0.30 0.30 0.30 0.30 0.30 0.25 0.25 0.25
67 0.26 0.26 0.26 0.26 0.25 0.25 0.26 0.26 0.26 0.26 0.26 0.26 0.25 0.25 0.25
68 0.26 0.26 0.26 0.26 0.40 0.40 0.26 0.26 0.26 0.26 0.26 0.26 0.40 0.40 0.40
69 0.22 0.22 1.00 1.00 1.00 1.00 0.22 022 022 1.00 1.00 1.00 1.00 1.00 1.00
70+ 1.00 1.00 1.00 1.00 1.00 1.00 1.00_1.00_1.00 1.00 1.00 1.00 1.00 1.00 1.00

§CPP Full Committee
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Option 3: Uniform 3% ERRF

Age
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70

Current Assumptions

Uniform 3% ERF

PERS PERS SERS SERS TRS TRS PERS PERS SERS SERS TRS TRS

Male Male Male Male Male Male Male Male Male Male Male Male

<30 >=30 <30 >=30 <30 >=30 <30 >=30 <30 >=30 <30 >=30
0.02 0.04 0.05 0.08 0.04 0.04 0.08 0.08
0.05 0.07 - 0.05 0.07 O.'05 0.08 0.07 0.07 0.07 0.07 0.08 - 0.08
0.05 0.07 0.05 0.07 0.05 0.08 0.07 0.07 0.07 0.07 0.08 0.08
0.05 0.07 0.05 0.07 0.05 0.08 0.07 0.07 0.07 0.07 0.08 0.08
0.10 0.14 0.10 0.14 0.05 0.08 0.14 0.14 0.14 0.14 0.08 0.08
0.10 0.14 0.10 0.14 0.20 0.30 0.14 0.14 0.14 0.14 0.30 0.30
0.14 0.21 0.14 0.21  0.40 0.60 0.21 0.21 0.21 0.21 060 770‘.60
0.14 0.21 0.14 0.21 0.30 0.45 0.21 0.21 0.21 0.21 0.45 0.45
0.33 0.50 0.33 0.50 0.30 0.45 0.50 0.50 0.50 0.50 0.45 0.45
0.26 0.39 0.26 0.39 0.60 0.90 0.39 0.39 0.39 0.39 0.90 0.90
0.79 0.90 0.79 0.90 0.50 0.50 0.90 0.90 0.90 0.90 0.50 0.50
0.52 0.52 0.52 0.52 0.50 0.50 0.52 0.52 0.52 0.52 0.75107 0.50
0.30 0.30 0.30 0.30 0.50 0.50 0.30 0.30 0.30 0.30 0.50 0.50
0.22 0.22 0.22 0.22 0.50 0.50 0.22 0.22 0.22 0.22 0.50 0.50
0.22 0.22 0.22 0.22 0.50 0.50 0.22 0.22 0.22 0.22 0.50 0.50
0.26 0.26 1.00 1.00 1.00 1.00 0.26 0.26 1.00 1.00 1.00 1.00
1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

Drieher 19 1004

SCPP Full Committee

0:ASCPPAIO04\10-19-04 Fuli\Age 65 Prabability.wpd

Puge 4 of I



Select Comimittee on Pension Paliy

Option 3: Uniform 3% ERRF

Current Assumptions Uniform 3% ERF

PERS PERS SERS SERS TRS TRS PERS PERS SERS SERS TRS TRS
Female Female Female Female Female Female Female Female Female Female Female Female

Age <30 >=30 <30 >=30 <30 >=30 <30 >=30 <30 >=30 <30 >=30
54 0.02 0.04 0.03 0.05 0.04 0.04 0.05 0.05
55 0.05 0.07 0.05 0.07 0.05 0.08 0.07 0.07 ’0,07' 0.07 008 008
56 0.05 0.07 0.05 0.07 0.10 0.15 0.07 0.07 0.07 0.07 0.15 0.15
57 0.05 0.07 0.05 0.07 0.10 0.15 0.07 0.07 0.07 0.07 0.15 0.15
S8 0.05 0.07 0.05 0.07 0.10 0.15 0.07 0.07 0.07 0.07 0.15 0.15
59 0.05 0.07 0.05 0.07 0.15 0.23 0.07 0.07 0.07 0.07 0.23 0.23
60 0.14 0.21 0.14 0.21 0.20 0.30 0.21 0.21 0.21 0.21 0.30. 030
61 0.18 0.27 0.18 0.27 0.30 0.45 0.27 0.27 0.27 0.27 0.45 0.45
62 0.30 0.45 0.30 0.45 0.30 0.45 0.45 0.45 0.45 0.45 0.45 0.45
63 0.26 0.39 0.26 0.39 0.50 0.75 0.39 0.39 0.39 0.39 0.75 0.75
64 0.82 0.90 0.82 0.90 0.50 0.50 0.90 090 0.90 0.90 0.50 0.50
65 0.49 0.49 0.49 0.49 0.30 0.30. - 049 ; 049 049 0.49 _0.30’ 030
66 0.30 0.30 0.30 0.30 0.25 0.25 0.30 0.30 0.30 0.30 0.25 0.25
67 0.26 0.26 0.26 0.26 0.25 0.25 0.26 0.26 0.26 0.26 0.25 0.25
68 0.26 0.26 0.26 0.26 0.40 0.40 0.26 0.26 0.26 0.26 0.40 0.40
69 0.22 0.22 1.00 1.00 1.00 1.00 0.22 0.22 1.00 1.00 1.00 1.00
70+ 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

SCPP Full Committee
DASCPP\L004\10-19-04 Full\Age 65 Prabability krpd
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Select (ommittee on Pension Policy

Option 4: 3% ERRF Triggered at Age 60 with 20 Years of Service

Current Assumptions 3% ERRF at Age 60 with 20 Years of Service
PERS PERS SERS SERS TRS TRS PERS PERS PERS SERS SERS SERS TRS TRS TRS
Male Male Male Male Male Male Male Male Male Male Male Male Male Male Male
>=20 >=20 >=20
Age <30 >=30 <30 >=30 <30 >=30 <20 <30 >=30 <20 <30 >=30 <20 <30 »>=30
54 0.02 0.04 0.05 0.08 0.02 0.02 0.04 0.05 0.05 0.08

55 0.05 0.07 0.05 0.07 0.05 0.08 0.05 0.05 0.07 0.05 .0.05 0.07 0.05 0.05 0.08
56 0.05 0.07 0.05 0.07 0.05 0.08 0.05 0.05 0.07 0.05 0.05 0.07 0.05 0.05 0.08
57 0.05 0.07 0.05 0.07 0.05 0.08 0.05 0.05 0.07 0.05 0.05 0.07 0.05 0.05 0.08
58 0.10 0.14 0.10 0.14 0.05 0.08 0.10 0.10 0.14 0.10 0.10 0.14 0.05 0.05 0.08

59 0.10 0.14 0.10 0.14 0.20 0.30 0.10 0.10 0.14 0.10 0.14 0.14 0.20 0.30 0.30
60 0.14 0.21 0.14 0.21 0.40 0.60 0.14 0.21 0.21 0.14 0.21 0:21 0.40 0.60 0.60
61 0.14 0.21 0.14 0.21 0.30 0.45 0.14 0.21 021 0.14 0.21 0.21 0.30 0.45 0.45

62 0.33 0.50 0.33 0.50 0.30 0.45 0.33 0.50 0.50 0.33 0.50 0.50 0.30 0.45 0.45
63 0.26 0.39 0.26 0.39 0.60 0.90 0.26 0.39 0.39 0.26 0.39 0.39 0.60 0.90 0.90
64 0.79 0.90 0.79 0.90 0.50 0.50 0.79 0.90 0.90 0.79 0.90 0.90 0.50 0.50 0.50
65 0.52 0.52 0.52 0.52 0.50 0.50  0.52 0.52 0.52 0.52 0.52 0.52 0.50 0.50 0.50
66 0.30 0.30 0.30 0.30 0.50 0.50 0.30 0.30 0.30 0.30 0.30 0.30 0.50 0.50 0.50
67 022 0.22 0.22 022 0.50 0.50 0.22 022 0.22 022 022 022 050 0.50 0.50
68 0.22 022 022 0.22 050 0.50 0.22 0.22 022 022 022 0.22 050 0.50 0.50
69 0.26 0.26 1.00 1.00 1.00 1.00 0.26 0.26 0.26 1.00 1.00 1.00 1.00 1.00 1.00
70+ 1.00 1.00 1.00 1.00 1.00 1.00 1.00_1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

SCPP Full Committee
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Solect Committee on P

ension Policy

Option 4: 3% ERRF Triggered at Age 60 with 20 Years of Service

Age
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69

70+

Current Assumptions

3% ERF at Age 60 with 20 Years of Service

PERS PERS SERS SERS TRS TRS
Female Female Female Female Female Female

PERS PERS PERS SERS SERS SERS TRS TRS TRS
Female Female Female Female Female Female Female Female Female

>=20 >=20 >=20

<30 >=30 <30 >=30 <30 >=30 <20 <30 >=30 <20 <30 >=30 <20 <30 >=30

0.02 0.04 0.03 0.05 0.02 0.02 0.04 0.03 0.03 0.05
0.05 0.07 0.05 0.07 0.05 0.08 0.05 0.05 0.07 0.05 0.05 0.07 0.05 0.05 0.08
0.05 0.07 0.05 0.07 0.10 0.15 0.05 0.05 0.07 0.05 0.05 0.07 0.10 0.10 0.15
0.05 0.07 0.05 0.07 0.10 0.15 0.05 0.05 0.07 0.05 0.05 0.07 0.10 0.10 0.15
0.05 0.07 0.05 0.07 0.10 0.15 0.05 0.05 0.07 0.05 0.05 0.07 0.10 0.10 0.15
0.05 0.07 0.05 0.07 0.15 0.23 0.05 0.05 0.07 0.05 0.07 0.07 0.15 0.23 0.23
0.14 0.21 0.14 021 020 030  0.14 021 0.21 0.14 0.21 021 0.20 0.30 0.30
0.18 0.27 0.18 027 0.30 0.45 0.18 0.27 0.27 0.18 0.27 0.27 0.30 0.45 0.45
0.30 045 0.30 0.45 0.30 0.45 0.30 0.45 0.45 0.30 0.45 0.45 0.30 0.45 0.45
0.26 0.39 0.26 0.39 0.50 0.75 0.26 0.39 0.39 0.26 0.39 0.39 0.50 0.75 0.75
0.82 0.90 0.82 0.90 0.50 0.50 0.82 0.90 0.90 0.82 0.90 0.90 0.50 0.50 0.50
0.49 0.49 0.49 0.49 0.30 0.30 0.49 0.49. 0.49 0.49 0.49 0.49 0.30 0.30 0.30
0.30 0.30 0.30 0.30 0.25 0.25 0.30 0.30 0.30 0.30 0.30 0.30 0.25 0.25 0.25
0.26 0.26 0.26 0.26 0.25 0.25 0.26 0.26 0.26 0.26 0.26 0.26 0.25 0.25 0.25
0.26 0.26 0.26 0.26 0.40 0.40 0.26 0.26 0.26 0.26 0.26 0.26 0.40 0.40 0.40
0.22 0.22 1.00 1.00 1.00 1.00 0.22 0.22 022 1.00 1.00 1.00 1.00 1.00 1.00
1.00_1.00 _1.00 1.00 1.00 1.00 1.00_1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

futober 19, 2004

§CPP Full Commitee
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Age 65 Retirement Options

(October 12, 2004)

Issue Both employers and employees have expressed
concern over the normal retirement age in the
Public Employees’ Retirement System (PERS)
Plans 2/3, the Teachers’ Retirement System
(TRS) Plans 2/3 and the School Employees’
Retirement System (SERS) Plans 2/3. The
normal retirement age for these plans is
currently set at age 65. After its work session
and briefing on this issue on September 7, 2004,

~ the SCPP identified the following categories of
options for further study and pricing: for PERS,
TRS and SERS Plans 2/3, modify the age and
service requirements for unreduced retirement
and reduce the early retirement reduction
factors; and for TRS 2/3 only, expand
opportunities to purchase out-of-state service
credit. In addition, staff was to directed to
consider what a 1% Plan 3 member contribution
rate increase would provide in terms of funding
benefit increases.

Staff Laura C. Harper, Senior Research Analyst/Legal
360-586-7616

Members Impacted The following table summarizes the numbers of
participants in the Plans 2/3 based on the most
recent actuarial valuation (using 2003 data).

PERS2 PERS3 TRS2 TRS3 SERS2 SERS3

Active 117,262 17,548 7,637 47,263 21,504 27,710
Term-Vested 16,089 770 2,493 2,418 1,902 1,648
v"} : o0 18 BAF A P % “F
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Selogt Commitiee an Pension Policy

Current Situation

With respect to retirement eligibility, the Plans 2/3 are age-based plans. To
be eligible for normal retirement, members of the Plans 2/3 must be vested and
must reach age 65. The Plans 2 are defined benefit plans, and the vesting
period for these plans is five years. The Plans 3 are hybrid plans, with a
defined benefit component and a defined contribution component. Plan 3
members are immediately vested in their defined contribution accounts, and
become vested in the defined benefit portion of their benefit after ten years of
service, or after S years of service if 12 months of service were accrued after
attaining age 54.

With respect to the early retirement reduction factors, it is important to
distinguish early retirement and “alternate early retirement.” Currently in the
Plans 2/3, members may seek early retirement after 20 years of service and
attainment of age 55 with the benefit being actuarially reduced from age 65.
The actuarial reduction factors are applied so that the early retirement does
not cost the retirement system more than it would have had the member
worked until the specified normal retirement age. In other words, since the
benefit is being paid over a longer period of time, the member must take a
lower benefit that is worth the same in assumed total benefit dollars as if it had
been taken at normal retirement age.

Members who work 30 years (instead of 20) and reach age 55 may qualify for
alternate early retirement. Alternate early retirement is not cost-neutral, as it
involves a 3% per year reduction rather than the full actuarially equivalent
reduction. In other words, longer service is rewarded in that the member who
works thirty years is not required to take a benefit that is equivalent to the
benefit the member would have received at age 65. Instead, the member takes
some reduction for the fact that the pension is being paid over a longer period
of time, but the total benefit is greater than if the member had waited until age
65.

The following table from the Department of Retirement Systems’ website shows
the approximate effect of the current early retirement reduction factors on the
retirement benefit received.

§CPP Full Committee
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PERS, TRS and SERS Plan 2/3
Early Retirement Reduction Factors

20-29 Years of Service 30 Years of Service
Credit, Benefit as % of Credit or More, Benefit
Age at Retirement Age 65 Benefit as % of Age 65 Benefit
55 37% 70%
56 40% - 73%
57 43% 76%
58 49% 79%
59 ‘ 55% 82%
60 61% 85%
61 67% 88%
62 73% 91%
63 82% 94%
64 91% 97%
65 100% 100%

With respect to the opportunity to purchase out-of-state service credit in the
TRS Plans 2/3, members may currently elect to use service credit earned in an
out-of-state retirement system solely for the purpose of determining the time at
which the member will retire. The benefit is actuarially reduced to recognize
the difference between the age a member would have first been able to retire
based on service in Washington and the member’s retirement age. See RCW
41.32.065. Out-of -state service may also be used to meet alternate early
retirement requirements, which would result in the use of a 3% per year early
retirement reduction factor (ERRF) instead of an actuarial ERRF.

Example: A member age 55 with 25 years of Washington state service credit
and 5 years of out-of-state service credit is assessed 10 years worth of
reductions (since he/she needs 10 years to reach age 65). The member can
use S years of out-of-state service credit to qualify for an alternate early
retirement, but the 5 years does not count as membership service for benefit
purposes. Instead the Department of Retirement Systems (DRS) would use
actuarial early retirement reductions for the first 5 of the 10 years and the 3%
alternate early retirement reduction for the remaining 5 years. The effect on
the monthly benefit is shown below:

§CPP Full Committee
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2% x 25 years x $6,500 (AFC) - $3,250
x .61 (% of benefit using actuarial ERRF) = $1,982.50
X .85% (% of benefit using 3% ERRF) = $1,685.12

Another way to utilize out-of-state retirement benefits in TRS is to purchase
additional benefits with a rollover from an out-of-state retirement plan. The
resulting contribution to the member reserve is actuarially converted to a
monthly benefit at the time of retirement. See RCW 41.32.067. This cash-
based approach has been in effect since 1992, and seeks to avoid the pension
costs associated with giving lifelong benefits at a reduced cost.

Finally, with respect to Plan 3 member contributions, the current situation is
that members of the Plans 3 contribute 100% of their employee contributions
into their own defined contribution accounts. The defined benefit portion of
the Plan 3 benefit (which represents one-half of the Plan 2 defined benefit) is
funded solely by employers. Thus, currently, Plan 3 member contributions are
not used to fund benefit increases involving the defined benefit.

Options that Expand Opportunities for an Unreduced Retirement in the
Plans 2/3

Option 1: “Rule of 90" for unreduced retirement

A “rule of 90" would allow members to receive an unreduced retirement benefit
when they reach any combination of age and service that totals 90. For
example, an employee who became a plan member at age 20 could retire at age
55 with 33 years of service. Similarly, a plan member who began working at
age 30 could retire at age 60 with a full benefit. Those who become plan
members at age 40 or later would not benefit from the rule of 90, as there
would be no combination of age and service that could result in a full
retirement benefit earlier than age 65, the current normal retirement age for
the Plans 2/3.

The following table illustrates the operation of a rule of 90 for any retirement
system.
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INlustration of Rule of 90

Age Plus

Years of Years of

Age of Hire Service Retire Age Service
20 35 55 90
22 34 56 90
24 33 57 90
26 - 32 58 _ 90
28 31 59 90

30 30 60 90

32 29 61 90
24 28 62 90
36 27 63 90
38 26 64 90
40 25 65 90

This approach would move toward a more career-based retirement benefit in
that younger workers would be rewarded for long-term public service by
receiving an unreduced retirement benefit prior to the time at which they would
normally be expected to leave the workforce. The cost of a lifetime benefit for
such individuals would be higher because the benefit would be paid over a
longer period of time.

As shown below, members of the TRS would benefit from a Rule of 90 more
than members of SERS or PERS because they have lower entry ages and longer
service years.

Relative Value of Rule of 90
Among Retirement Systems

_ Average Average Average “Rule of

System Age Service Age at Hire 90" Age
TRS 44 11 33 61.5
PERS 45 10 35 62.5
SERS 46 7 39 64.5

Providing unreduced retirement benefits for the Plans 2/3 under a “rule of 90"
will impact the required actuarial contribution rates as shown below. As a
result of higher contribution rates, increases in funding expenditures are also
projected.

SCPP Tull Commitee
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Option 1: Rule of 90

PERS SERS TRS Total
Increase in Contribution Rates
Employee (Plan 2 Only) 0.69% 0.52% 0.93%
Employer 0.69% 0.52% 0.93%
Cost (In Millions)
2005-2007 Biennium
State:
General Fund $21.1 $7.5 $56.8 $85.4
Non-general Fund 34.7 0.0 0.0 34.7
Total State $55.8 $7.5 $56.8 $120.1
Local Government 49.4 6.5 11.6 67.5
Total Employer 105.2 14.0 68.4 187.6
Employee : $74.9 $3.6 $3.0 $81.5
2005-2030 25 Years
State:
General Fund $591.7 $218.1 $1,544.4 $2,354.2
Non-general Fund 975.7 0.0 0.0 975.7
Total State $1,567.4  $218.1 $1,544.4 $3,329.9
Local Government 1,389.6 193.5 316.2 1,899.3
Total Employer 2,957.0 411.6 1,860.6 5,229.2
Employee $1,690.7 $20.7 $7.5 $1,718.9

Option 2: Unreduced retirement at age 60 with twenty years of service

This approach retains some aspects of age-based retirement, but allows a lower
normal retirement age for members who have served at least twenty years.
Again, this approach moves toward a more career-based retirement benefit and
away from the strict adherence to age-based retirement that currently exists in
the Plans 2/3.

Providing unreduced retirement benefits for members of the Plans 2/3 that
have reached age 60 with twenty years of service credit will impact the required
actuarial contribution rates as shown below. As a result of higher contribution
rates, increases in funding expenditures are also projected.

3PP Fusl Comumittee
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Option 2: Unreduced Retirement at
Age 60 with 20 Years of Service

PERS SERS TRS Total
Increase in Contribution Rates
Employee (Plan 2 Only) 0.89% 1.05% 1.02%
Employer 0.89% 1.05% 1.02%
Cost (In Millions)
2005-2007 Biennium
State:
General Fund $27.1 $14.7 $62.3 $104.1
Non-general Fund 44.7 0.0 0.0 44.7
Total State $71.8 $14.7 $62.3  $148.8
Local Government 63.6 13.0 12.8 89.4
Total Employer 135.4 27.7 75.1 238.2
Employee $96.6 $7.2 $3.3 $107.1
2005-2030 25 Years
State:
General Fund $762.6 $438.0 $1,693.9 $2,894.5
Non-general Fund 1,258.5 0.0 0.0 1,258.5
Total State $2,021.1 $438.0 $1,693.9 $4,153.0
Local Government 1,792.4 388.7 346.9 2,528.0
Total Employer 3,813.5 826.7 2,040.8 6,681.0
Employee $2,180.8 $41.7 $8.2  $2,230.7

Options that Reduce the Early Retirement Reduction Factors
Option 3: Uniform 3% ERRF

As discussed in the Age 65 Retirement Report dated September 1, 2004, the
Plans 2/3 currently have a design that discourages early retirement. Those
who retire early - age 55 with 20 years of service - must have their benefit
actuarially reduced so as to avoid higher costs to the pension system. As a
result, there is no economic benefit to retiring early. Alternatively, those who
retire at 55 with 30 years of service must take a reduction for leaving early, but

SCPP Full Committee
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they are rewarded for longer service by having some of the reduction covered by
the plan. This is a kind of “compromise” between the need for an age-based
plan to save costs, and the desire to reward those who have worked for many
years.

A uniform 3% ERRF would eliminate the actuarial reduction for early
retirement benefits and replace it with an across-the-board 3% reduction for
anyone who leaves at age 55 with twenty years of service. [The thirty-year
service distinction would become moot.] This option would move the plan away
from the current age-based retirement philosophy in the Plans 2/3 and would
encourage more early retirement. Because the total benefit taken at early
retirement would not be actuarially equivalent to the benefit taken at normal
retirement (i.e. it would be greater), there is an additional cost to the plan.
This kind of option would be more helpful to members of PERS and SERS due
to the fact that those plans have older entry ages and higher turnover.

A uniform 3% ERRF will impact the required actuarial contribution rates for
the Plans 2/3 as shown below. As a result of higher contribution rates,
increases in funding expenditures are also projected.

Option 3: Uniform 3% ERRF

PERS SERS TRS Total
Increase in Contribution Rates
Employee (Plan 2 Only) 1.07% 1.33% 1.41%
Employer _ 1.07% 1.33% 1.41%
Cost (In Millions)
2005-2007 Biennium
State:
General Fund $32.6 $18.5 $86.1 $137.2
Non-general Fund 53.7 0.0 0.0 53.7
Total State $86.3 $18.5 $86.1 $190.9
Local Government 76.6 16.5 17.7 110.8
Total Employer 162.9 35.0 103.8 301.7
Employee $116.2 $9.1 $4.5 $129.8
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2005-2030 25 Years

State:
General Fund $917.1 $554.6 $2,341.9 $3,813.6
Non-general Fund 1,513.2 0.0 0.0 1,513.2
Total State $2,430.3  $554.6 $2,341.9 $5,326.8
Local Government 2,155.2 492.1 479.7 3,127.0
Total Employer 4,585.5 1,046.7 2,821.6 8,453.8
Employee $2,621.7 $52.5 $11.4 $2,685.6

Option 4: 3% ERRF triggered at age 60 with 20 years of service

One way to reduce the plan costs associated with the uniform 3% ERRF would
be to raise the age at which the 3% ERRF would be triggered from 55 to 60.
This option would, however, still impact the required actuarial contribution
rates for the Plans 2/3 as shown below. As a result of higher contribution
rates, the increases in funding expenditures are also projected.

Option 4: 3% ERRF Triggered at
Age 60 with 20 Years of Service

PERS SERS TRS Total
Increase in Contribution Rates
Employee (Plan 2 Only) 0.50% 0.62% 0.61%
Employer 0.50% 0.62% 0.61%
Cost (In Millions)
2005-2007 Biennium
State:
General Fund $15.3 $8.7 $37.2 $61.2
Non-general Fund 25.2 0.0 0.0 25.2
Total State $40.5 $8.7 $37.2 $86.4
Local Government 35.9 7.6 7.7 S51.2
Total Employer 76.4 16.3 44.9 137.6
Employee $54.3 $4.3 $2.0 $60.6
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2005-2030 25 Years

State:
General Fund $428.4 $258.8 $1,013.0 $1,700.2
Non-general Fund 707.3 0.0 0.0 707.3
Total State $1,135.7  $258.8 $1,013.0 $2,407.5
Local Government 1,007.2 229.3 207.2 1,443.7
Total Employer 2,142.9 488.1 1,220.2 3,851.2
Employee $1,224.9 $24.5 $4.9 $1,254.3

Expand Opportunities to Purchase Out-of-State Service Credit in the TRS
Plans 2/3

Currently there is limited opportunity to utilize out-of-state service credit in the
Plans 2/3 of the Teachers’ Retirement System. As described above in the
section entitled “Current Situation,” Plan 2/3 members may elect to apply
teaching service credit earned in an out-of-state retirement system solely for
the purpose of determining the time at which the member may retire. This
provision has been in effect since 1991.

Another way to utilize out-of-state retirement benefits in TRS is to purchase
additional benefits with a rollover from an out-of-state retirement plan. The
resulting contribution to the member reserve is actuarially converted to a
monthly benefit at the time of retirement. See RCW 41.32.067. This cash-
based approach has been in effect since 1992, and seeks to avoid the pension
costs associated with giving lifelong benefits at a reduced cost.

The proposed expansion of service credit purchase opportunities in the Plans
2/3 would involve a more direct approach that would allow members to
actually receive service credit in TRS for time worked in out-of-state systems.
The proposal is focused on the TRS system alone and not the other Washington
State retirement systems, presumably to address what in the past have been
identified as recruitment and retention issues within the teaching profession.

Washington’s Department of Personnel (DOP) has identified other public
professions and job categories with recruitment and retention issues. They
include the following: Therapist/Consultants, Ergonomists, Industrial
Hygienists, Pressure Vessel Inspectors, Registered Nurses, Nursing
Consultants (Institutional), Dentists, Physicians, Pharmacists, Pharmacist
Investigators, AGO Investigators/Analysts, Investigators (Eastern Washington),

SCPP Full Committee
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Public Health Advisors, Radiation Health Physicists, Curators and IT Positions
(with specialized programming requirements). See attached e-mail
correspondence from Dorothy Gerard of DOP. Thus adoption of this option
could lead to “leapfrogging”, i.e. members and/or employers wanting the same
or better benefits for other plans in other retirement systems.

Option 5: Allow members with at least 5 years of Washington State
service to purchase up to 10 years of out-of-state service credit.

In developing and pricing this option, certain assumptions were made and
various limitations were imposed. They are as follows:

This option assumes a 5-year window to purchase the service credit
upon completion of 5 years of service in TRS Plan 2 or 3. Since Plan 3
has 10-year vesting, implementation of this option would require a
provision allowing for a refund of contributions for purchasing out-of-
state service credit in the event that the member fails to vest.

The member must not be currently receiving or currently eligible to
receive a retirement benefit from another state that includes the out-of-
state service credit to be purchased.

The amount of service credit to be purchased cannot exceed 10 years or
the amount of in-state service, whichever is less.

In computing the cost of the out-of-state service credit, the interest rate
is the assumed actuarial rate of return.

This option assumes a cost that is computed very much as if the service
had occurred in Washington. The Plan 2 member must pay both the
employer and employee contributions with interest. The contribution
rates are tied to the entry age normal cost rate instead of actual rates for
the period in order to provide more consistency in pricing the service
credit purchases.

Plan 3 members would pay only the employer contribution plus interest
since they receive only one-half the defined benefit (and their defined
benefit is funded only by the employer). It would be necessary to provide
for a refund of contributions to members who waive the defined benefit
as authorized in RCW 41.32.837.

Drtober 19 1004
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. The service credit purchased would be membership service, and may be
used to qualify the member for retirement.

The amount of actual out-of-state service that members have in other systems
and for which they may seek to purchase Washington service credit is
unknown, as the Office of the State Actuary (OSA) has no direct access to data
that is currently being collected for this purpose. This is a significant variable
in determining the cost of this option. In order to make reasonable
assumptions along these lines, the OSA has utilized data from an informal
survey conducted by Mr. Lee Goeke of the Executive Committee of the SCPP.
According to Mr. Goeke, the survey results account for about 13% of the
teachers employed within the state, or 6,850 TRS members. The average out-
of-state service for this group was 1.58 years. The ten-year cap lowered the
average to 1.34 years for this sample.

It should be noted in the discussion of this option that purchasing out-of-state
service credit is a complicated topic with many policy and fiscal implications.
The topic is broad enough to be a separate issue worthy of study and
discussion in the manner of other large issues that have been part of the
SCPP’s work plan during this interim. Many of the assumptions made for
pricing this particular option were made by the OSA staff - not to usurp the
SCPP as policy makers, but to provide some reasonable parameters that would
allow for pricing this option in time for the October 19, 2004 meeting.

Allowing service credit for time outside the plan at less than actuarial cost will
impact the required actuarial contribution rates of the TRS Plans 2/3 as shown
below. As a result of higher contribution rates, increases in funding
expenditures are also projected.

Expand Opportunities to Purchase
Out-Of-State Service Credit
in TRS Plans 2/3

TRS
Increase in Contribution Rates Low High
Estimate Estimate
Employee (Plan 2 Only) 0.09% 0.16%
Employer 0.09% 0.16%

§CPP Full Committee
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Cost (In Millions) Low High
Estimate Estimate

2005-2007 Biennium

State:
General Fund $5.5 $9.7
Non-general Fund $0.0 $0.0
Total State $5.5 $9.7
Local Government $1.1 $1.9
Total Employer $6.5 $11.6
Employee $0.3 $0.5
2005-2030 25 Years
State:
General Fund $149.3 $265.4
Non-general Fund $0.0 $0.0
Total State $149.3  $265.4
Local Government $30.4 $54.1
Total Employer $179.7 $319.5
Employee $0.7 $1.3

Examples of TRS Payments for 2 years of Out-of-State Service Credit:

Plan 2 Member: $50,000 x 11.80% x (1+1.08)= $12,272
Plan 3 Member: $50,000 x 5.9% x (1+1.08) = $6,136

Assumptions and Methods:

The $50,000 is pay for a sample member. The average was around $47,000,
but it varies by plan. The 11.80% for Plan 2 is the 2002 Entry Age Normal
Cost (EANC), which excludes gain-sharing. The 11.80% for Plan 2 includes
both the member and employer contribution. The 5.90% for Plan 3 is half the
11.80% and represents the employer EANC. The purchase of the first year has
no interest. The second year interest rate is 8%. Additional years would have
included compound interest.

L(PP Full Committoe
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Funding Option - 1% Plan 3 Member Contribution

In addition to pricing the above options, staff was also directed at the
September 7, 2004 SCPP meeting to determine how much funding a 1% Plan 3
member contribution would provide for possible benefit enhancements in the
Plans 2/3. This “funding option” was specifically raised in connection with
proposed options 1 and 2 discussed above (“rule of 90" and unreduced
retirement at age 60 with 20 years of service).

This funding approach should be examined in the context of existing funding
policy in order to assess the impacts of the proposal. The actuarial funding
chapter (Chapter 41.45 RCW) codifies certain funding policies that are
currently applicable to the Plans 2/3. They include the following:

(1) to continue to fully fund the plans 2/3;

(2) to establish predictable long-term employer contribution rates which will
remain a relatively constant proportion of future state budgets; and

(3) to fund all benefit increases over the working lives of the members so that
the cost of those benefits are paid by the taxpayers who receive the benefit of
those members’ service.

The other major funding policy applicable to the plans 2/3 can be gleaned from
examining the records of the Joint Committee on Pension Policy (JCPP). The
Plan II Retirement Age Report (October 1992) identified certain dissatisfaction
with the Plans 2 and was followed by the JCPP’s 1993 Proposed Retirement
Benefit Policies for the possible new Plans 3. The JCPP proposal included
continuation of the Plan 2 funding policy that costs should be shared equally
between employees and employers. This cost-sharing policy was implemented
in both the plan design for the Plans 3 and in the funding practices adopted by
the legislature over time.

In addition, the Plans 2/3 were designed to include an equivalent employer-
provided benefit. As provided in the JCPP’s 1993 Proposed Policies, the Plans
3 were intended to continue the Plan 2 policy that all state and local employees
should have essentially the same retirement plans. The way to keep the Plan 3
benefits equivalent to Plan 2 benefits was to assure that the employer-provided
defined benefit was same in both plans. Thus both Plan 2 and Plan 3
employers fund a defined benefit that is equal to 1% of average final
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compensation (AFC). The commitment to Plan 2/3 equivalency carries over
into the structure of the retirement trust funds for the Plans. The Plan 2/3
trust funds are combined for PERS, TRS and SERS respectively. See e.g. RCW
43.84.092(4)(a) and RCW 41.45.050(4), (5) and (6).

If a specific option to improve benefits in the Plans 2/3 were adopted, along
with legislation mandating a 1% Plan 3 member contribution to help pay for
the benefit, the following impacts would occur. This approach to funding
would require a significant restructuring of the design for the Plans 2/3 as well
as changes to basic funding policies.

. There would be a deviation from the cost-sharing policy. Plan 3
employees would be paying more for an improvement to the defined
benefit than employers would pay for that same plan improvement.

. Plan 3 members would be paying more than Plan 2 members for the
same employer-provided benefit.

. The Plans 2/3 would no longer be essentially equivalent. PERS members
who chose to transfer to Plan 3 may regret their decisions and there may
be both legal and political pressure to provide some kind of relief to those
Plan 3 members. Those who are mandated into the Plans 3 may seek
recourse for having to pay for increased Plan 2 benefits, especially if
contribution rates for Plan 2 members are not affected.

. In order for the Plan 3 member contributions to be used to offset the
costs of the benefit improvements, it would be necessary to provide for
the payment of Plan 3 member contributions into the defined benefit
trust fund. Currently, all Plan 3 member contributions are paid into the
member’s defined contribution accounts.

. If 1% of Plan 3 member contributions were mandated into the trust fund,
there is a question about whether these funds should be part of a
combined Plan 2/3 trust fund. The trust funds may have to be split.
This would also deviate from the existing policy constraint of maintaining
equivalent benefits for all public employees.

. The payment of a mandatory 1% Plan 3 member contribution could
impact the permissible annual amounts that Plan 3 members may
contribute to their defined contribution accounts.
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. Significant amendments would be required to current plan provisions.
. Significant administrative and communication impacts would be
generated.

A mandatory 1% Plan 3 member contribution would generate the following
amounts in dollars for TRS, SERS and PERS.

Funding Option - 1% Plan 3 Member Contributions

PERS SERS TRS Total
Increase in Contribution Rates
Employee (Plan 3 Only) 1.00% 1.00% 1.00%
Employer 0.00% 0.00% 0.00%
Cost (In Millions)
2005-2007 Biennium
Employee (Plan 3 Only) $32.0 $18.0 $62.6 $112.6
2005-2030 25 Years
Employee (Plan 3 Only) $1,799.8 $740.4 $1,973.5 $4,513.7

{ctaber 19, 1004
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Burkhart, Kelly Attachment, Age 65 Retirement Options - October 2004

Subject: FW: Recruitment and Retention

From: Gerard, Dorothy (DOP) [mailto:DorothyG@DOP.WA.GOV]
Sent: Monday, September 27, 2004 8:27 AM

To: Harper, Laura

Subject: RE: Recruitment and Retention

Not specifically. But some of the things we look at are:
Number of candidates (if any) on employment fists (registers); under-qualified people being on the registers; agency dis-satisfaction with the quality
of candidates; current employees leaving for better salaries and/or working conditions.

Dorothy Gerard

Assistant Director

Washington State Department of Personnel
360-664-6343

Fax 360-586-4694

Dorothyg@dop.wa.gov <mailto:Dorothyg@dop.wa.gov>

From:  Harper, Laura [SMTP:Harper.Laura@leg.wa.gov]
Sent:  Monday, September 27, 2004 8:24 AM

To: Gerard, Dorothy (DOP)

Subject: RE: Recruitment and Retention

Thank you Dorothy. |do have a question - are there specific criteria for categorizing a job classification as a problem area for recruitment and
retention?

From: Gerard, Dorothy (DOP) [mailto:DorothyG@DOP.WA.GOV]
Sent: Monday, September 27, 2004 8:17 AM

To: Harper, Laura

Subject: RE: Recruitment and Retention

Please accept my apologies for the late response. Let me know if you have questions about this group of problem areas. As you can see, quite a
few are health care related. Here are some categories of classes that are experiencing recruitment and retention problems:

Therapist Consultant

Ergonomist

Industrial Hygienists

Pressure Vessel Inspectors
Registered Nurses

Nursing Consultant, Institutional
Dentists

Physicians

Pharmacist

Pharmacist Investigator

AGO Investigator/Analyst

AGO Senior Investigator/Analyst
Investigators (Eastern Washington)
Public Health Advisors

Radiation Health Physicist
Curators

IT Positions (w/ specialized programming requirements)



Dorothy Gerard

Assistant Director

Washington State Department of Personnel
360-664-6343

Fax 360-586-4694

Dorothyg@dop.wa.gov <mailto; Dorothyg@dop.wa.gov>

From:  Harper, Laura [SMTP:Harper.Laura@leg.wa.gov]
Sent:  Friday, September 24, 2004 10:33 AM

To: DorothyG@DOP.WA.GOV

Subject: Recruitment and Retention

Hi Dororthy. | am in the process of putting together October meeting materials for the Select Committee on Pension Policy. You had mentioned
providing some materials on recruitment and retention to our office at the beginning of this week so | just wanted to check in with you regarding the
status of your efforts in this regard. We usually assemble a very large amount of material for the committee and the public during the interim, so it
gets expensive for us to reproduce things in a short time frame. Also, | would ideally like to have time to review the materials in advance of mailing
so that | can incorporate any relevant information into my presentation to the committee. Would it be possible to receive your information this week?

Please let me know if you have any questions or if | can be of assistance in any way. Thanks, and ! look forward to hearing from you.

Laura Harper
586-7616



Age 65 Options

Laura Harper
Senior Research Analyst

Select Committee on Pension Policy
October 19, 2004

» Plans 2/3 design incorporates age-
based retirement.

* 65 is age employees are presumed to
leave the workforce.

» Plan design creates pressure to allow
earlier retirement.

OASCPP2004110-19-04 FuliAge 65 Options Presentation.ppt




History, Plans 2/3

» Cost was a policy driver in creation of
Plan 2/3 design.

« Shift was from career-based retirement
to age-based retirement.

« Employers and employees have
expressed concern over the design.

O)\SCPPL2004\10-19-04 FullAge 65 Options Presentation. ppt

Plan 2/3 Trade-offs

* Work longer.

» Get automatic cost-of-living increase
(COLA).

» No 60% cap on average final
compensation (AFC).

OASCPPM2004110-19-04 FullAge 65 Options Presentation.ppt




Plan 2/3 Funding Policies

» Share costs equally between employers
and employees.

 Pay off liabilities for past-service
benefits before employees reach age
65.

0ASCPP2004110-19-04 FullAge 65 Options Presentation.ppt

Other Plan 2/3 Policies

» Employer-provided defined benefit in
Plans 2 is equivalent to the employer-
provided benefit in Plans 3.

« Carries forward the policy that all state
and local employees should have
essentially the same benefit.

OSCPP12004110-19-04 FullAge 65 Options Presentation.ppt




Aliowing Earlier Retirement -3
Categories of Options

» Expand opportunities for an unreduced
retirement.

» Reduce the early retirement reduction
factors.

« Expand opportunities to purchase out-
of-state service credit.

OASCPPI2004110-19-04 FullAge 65 Options Presentation ppt

Ontion 1: Rule of 90

» Provides unreduced retirement with any
combination of age and service that
equals 90.

« Benefits those who are hired at younger
ages and stay for an entire career.

» Does not benefit those hired at age 40
or later.

OASCPPI2004110-19-04 FullAge 65 Options Presentation.ppt




Option 2: Unreduced Retirement at
60/20

» This option is more generous to
employees than a rule of 90, so costs
are higher.

« Option 2 is perhaps easier to
understand than the Rule of 90.

» 60/20 is less flexible than Rule of 80,
but Rule of 80 can result in very early
retirement ages.

O\SCPP2004110-19-04 FullAge 65 Options Presentation.ppt

Option 3: Uniform 3% ERRF

* Eliminates the actuarial reduction for
early retirement.

» Creates an “across-the-board” early
retirement reduction of 3% per year of
service starting at age 55.

« This approach benefits those with older
entry ages and higher turnover.




Option 4: 3% ERRF at 60/20

» This option raises the age at which the
3% ERRF would be triggered from 55 to
60. |

» This results in a lower cost than for
Option 3.

OASCPP12004110-18.04 FulllAge 65 Options Presentation.ppt 10

Estimated Effect on Gontribution
Rates

Increase In Rates PERS SERS TRS
1: Rule of 90

Employee (Plan 2 only) 0.69% 0.52% 0.93%

Employer 0.69% 0.52% 0.93%
2: 60/20

Employee (Plan 2 only) 0.89% 1.05% 1.02%

Employer 0.89% 1.05% 1.02%
3: Uniform 3% ERRF

Employee (Plan 2 only) 1.07% 1.33% 1.41%

Employer 1.07% 1.33% 1.41%
4: 3% ERRF at 60/20 '

Employee (Plan 2 only) 0.50% 0.62% 0.61%

Employer 0.50% 0.62% 0.61%

OASCPPI2004\10-16-04 FullAge 65 Options Prasentation.ppt 11




Estimated Total Employer Costs in

2005-07 Cost PERS SERS TRS Total
1: Rule of 90

Employer $105.2  $14.0 $68.4  $187.6
2: 60/20

Employer $1354 $27.7 $75.1 $238.2
3: Uniform 3% ERRF ]

Employer $162.9 $35.0  $103.8  $301.7
4: 3% ERFF at 60/20

Employer $76.4 $16.3 $449  $1376

OASCPPI2004110-18-04 FullAge 65 Options Presentation ppt
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Estimated Total Employer Costs in

25 Year Cost PERS SERS TRS Total
1: Rule of 90

Employer $2,957.0 $4116 $1,860.6 $5,220.2
2: 60/20

Employer $3,813.5 $826.7 $2,040.8 $6,681.0
3: Uniform 3% ERRF

Employer $4,585.5 $1,046.7 $2,821.6 $8,453.8
4: 3% ERRF at 60/20 .

Employer $2,142.9 $488.1 $1,220.2 $3,851.2

O:\SCPP12004110-19-04 FullAge 65 Options Presentation.ppt
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Estimated Total Plan 2 Employee

Costs in Millions
2005-07 Cost PERS SERS TRS Total
1: Rule of 90

Employee $74.9 $3.6 $3.0 $81.5
2: 60/20

Employee $96.6 $7.2 $3.3 $107.1
3: Uniform 3% ERRF

Employee $116.2 $9.1 $45  $120.8
4: 3% ERREF at 60/20

Employee $54.3 $4.3 $2.0 $60.6

0SCPP2004110-19-04 FullAge 65 Options Presentation.ppt 14

Estimated Total Plan 2 Employee
Costs in Millions
25 Year Cost PERS SERS TRS Total
1: Rule of 90

Employee $1,690.7 $20.7 $75 $1,718.9
2: 60/20

Employee $2,180.8 $41.7 $8.2  $2,230.7
3: Uniform 3% ERRF

Employee $2,621.7 $52.5 $11.4  $2,685.6
4: 3% ERRF at 60/20

Employee $1,224.9 $24.5 $4.9 $1,254.3

O\SCPP\2004110-19-04 FuliAge 65 Oplions Presentation,ppt
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Option 5: Credit for Out of State
Service

« Suggested as a TRS 2/3 option only.

» Allows for earlier retirement and
increased benefits.

» Topic of this magnitude typically
involves a separate study.

 Estimated costs based on many
assumptions and data as outlined in
report.

‘OASCPP12004\10-19-04 FullAge 65 Options Presentation.ppl
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TRS

Low High .
Estimate Estimate

Increase in Contribution Rates
Employee (Plan 2 Only) 0.09% 0.16%
Employer 0.09% 0.16%

2005-07 Biennium Cost

State )
General Fund $5.5 $9.7
Non-General Fund $0.0 $0.0
Total State $5.5 $9.7
Local Government $1.1 $1.9
Total Employer $6.5 $11.6

Employee : $0.3 $0.5

OASCPP2004110-19-04 FullAge 65 Options Presentation,ppt
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Estimated Cost in Millions: Option 5

TRS
Low High
Estimate Estimate
25 Year Cost
State
General Fund $149.3 $265.4
Non-General Fund $0.0 $0.0
Total State $149.3 $265.4
Local Government $30.4 $54.1
Total Employer $179.7  $319.5
Employee $0.7 $1.3

0ASCPP12004110-19-04 FullAge 65 Options Presentation.ppt
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Funding Option: 1% Plan 3 Only
Member Contribution

* Would generate
significant revenue.

* Would create an
imbalance in the
Plan 2/3 structure.

OASCPP2004110-19-04 FullAge 65 Options Presentation ppt
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Current Plan 2/3 Funding Structure

Plan 2 Plan 3

1%
Employer
Provided
DB

1%
Employer
Provided

DB Employee
Provided
DC
Benefit

1%
Employee
Provided
DB

Equivalent Employer Provided Defined Benefit

QOASCPP2004110-19-04 FullAge 65 Options Presentation.ppt

Deviation from cost-sharing policy.

« Plan 3 members pay more than Plan 2
members for same employer-provided
benefit.

Plans 2/3 are no longer equivalent.
Trust fund must be restructured.

OASCPP2004110-19-04 FullAge 65 Options Presentation.ppt




« Could limit permissible annual Plan 3
member contributions.

« Significant plan amendments required.

« Significant administrative and
communications impacts generated.

0ASCPPI2004110-19-04 FullAge 65 Options Presentation,ppt 22

Funding Option: 1% Plan 3 Memher
Contrihution

PERS SERS TRS Total
Increase in Contribution
g;te; e6 (Plan 3 only) 1.00%  1.00% 1.00%
poy y 0.00%  0.00% 0.00%
Employer

Cost (in Millions)
2005-2007 Biennium

Employee (Plan 3 Only) $32.0 $18.0 $62.6 $1126

2005-2030 25 Years
Employee (Plan 3 Only) $1,799.8 $740.4  $1,973.5 $4,513.7

ONSCPP2004\10-19-04 FullAge 65 Options Presentatlon.ppt 23




» Reflect a change in plan design.

Increase liabilities for past-service
benefits.

May alter the cost-sharing relationship,
depending on funding source(s).

Benefit different systems and groups
within the systems.

Reflect a policy change with regard to
the purpose of retirement.

O\SCPP2004\10-19-04 FullAge 65 Options Presentalion.ppt
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Select Commitiee on Pension Policy
LEOFF 1 Issues

(October 18, 2004)

Issue Description Fiscal Impact
Liability Actuarial present value of fully projected benefits $4,338 million

Based on actuarial value of assets. $757 million
Surplus Based on market value of assets. $(278) million
(Deficit) Amount required to keep the plan in full funding

at 9/30/02%

based on current actuarial assumptions and
benefits.

$278 million

Survivor

HB 3173: Allow the spouse from a post-retirement
marriage to receive fractional survivor benefits

Benefits! (actuarially adjusted} even with the presence of a $0
qualified ex-spouse.

I HB 3174: Establish medical accounts using $0 impact on
Contributions L . -
to Medical contribution rate savings of employers and LEOFF 1, $8 million

1 members to help employers pay for catastrophic impact on employers

Accounts . L

illnesses of members or beneficiaries. and members

HB 3114 / SB 6355: Clarify the qualifications of

the members eligible to vote and serve on disability
Disability boards — must be active or retired from an entity
Board subject to the jurisdiction of the board. If no fire $0
Membership fighters or police officers are eligible to vote,

remaining eligible LEOFF 1 members will elect a
second board member.

60% Benefit

HB 2914: Remove the 60% benefit cap in LEOFF 1.

$19 million reduction

Cap in surplus

70% Benefit HB 2416: Raise the 60% benefit cap in LEOFF 1 to  $16 million reduction
Cap 70%. in surplus

End Begin employer and member contributions before $13 million increase
Contribution the plan emerges from fully funded status in surplus

Holiday (7/1/05). P

Residual .

Surplus ﬁmiz;:gcvzf sl}:)rpol:asl s('deﬁc1t) after enactment of $(284) million
(Deficit)? & prop :

* Future forecasts, which will recognize more recent market performance, may show different

results.

1 Also may have an administrative impact on the Department.
2 Based on the removal of the 60% benefit cap and resumption of contributions.

GASCPPIOOANID-19-04 FulI\DEOR 1 Hsties Table.upd
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Select Committee on Pension Policy
LEOFF 1 Issues

(October 12, 2004)

Issues

Staff

Members Impacted

Current Situation

Among the suggested issues for the Select
Committee on Pension Policy (SCPP) to hear in
the 2004 interim were those dealing with the
Law Enforcement Officers’ and Fire Fighters’
plan 1 (LEOFF 1). These issues range from
funding and contribution rates, survivor
benefits, contributions to medical accounts,
disability board membership, and the 60%
benefit cap. Recent legislative proposals have
sought to address most of these issues. This
report will provide background information on
the LEOFF 1 plan, and briefly discuss the fiscal
and policy impact of each of these issues.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

The LEOFF 1 plan has, as of the most recent
valuation, 991 active members and 8,054
retirees.

The LEOFF plan was created at the request of
numerous municipalities and local governments
in Washington whose public safety related
retirement plans had become too costly.
Throughout the post-war era, smaller
municipalities attempted to keep up with the
more generous large-city retirement plans. In
doing so, they became less able to pay for the
ever increasing benefits. The State agreed to
establish a consolidated plan that would require

frioper 197004
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Select Committee on Pension Policy

retirement contributions from employees,
employers, and the State. Among the
stipulations agreed to in this plan consolidation
was that no member’s prior act benefits would
be negatively impacted.

The LEOFF 1 plan was created on March 1,
1970 (Chapter 209 Laws of 1969), and closed on
September 30, 1977 with the creation of LEOFF
2. Statutes governing the LEOFF 1 plan are
found in Chapter 41.26 RCW. A comprehensive
description of LEOFF 1 plan provisions can be
found in Appendix A.

Retirement Benefit: LEOFF 1 is a defined
benefit plan covering full-time fully compensated
law enforcement officers and fire fighters.
Eligibility for membership generally required
meeting minimum medical, health, and age
standards. It provides a retirement benefit equal
to 2% of a member’s final average salary, or FAS
(the basic salary attached to the position or rank
at retirement if held for at least 12 months)
times their years of service, to a maximum of 30
years. Members are eligible to retire after 5
years of service and attainment of age 50.

Disability Benefit: A LEOFF 1 member who
becomes disabled, as determined by their local
disability board, is eligible to receive a benefit
equal to 50% of FAS with an additional 5% of
FAS for each dependent child to a maximum of
60% of FAS. LEOFF 1 members do not pay into
the State Worker’s Compensation program and
thus are not eligible for those disability benefits.

Survivor Benefit: Survivor benefits for active
members are equal to 50% of the member’s FAS
at time of death, or the amount the member
would have received at age 50, or the amount
the member was receiving if retired with a duty

ctaber 19 004
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Seloct (ommittee an Pension Policy

disability. This allowance may increase an
additional 5% of FAS for each dependent child to
a maximum of 60% of FAS.

Survivors may also receive a $150,000 payment
if the member dies in service or from injuries
sustained in the commission of duties.

The survivor benefit for inactive members, if the
spouse is married to the member at least 1 year
prior to retirement, is the same benefit the
member received, including the allowance for
children.

Post-retirement Benefits: Retired LEOFF 1
members are provided necessary medical
services by their employer (this does not include
spousal coverage).

Retired members may work for any non-LEOFF
employer without a reduction of benefits.

LEOFF 1 retirement benefits are fully indexed to
the annual changes in the Seattle CPI-W.

Federal Benefits: There are also benefits
provided by sources outside the LEOFF 1 plan.
The U.S. Department of Justice, Bureau of
Justice Assistance provides disability benefits,
death benefits, and educational assistance
benefits through the Public Safety Officers
Benefits Program.

History

Five bills went before the 2004 legislature dealing with LEOFF 1 pension
issues. Two of the bills were related to the 60% cap on FAS used in
determining a member’s maximum retirement benefit. HB 2416 proposed
raising the limit to 70% of FAS, and HB 2914 proposed eliminating the cap
entirely; both bills received a hearing but neither moved from committee. HB

§CPP Full Committee
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Select (ommitice on Pension Policy

3114 / SB 6355 dealt with disability boards; they did not pass out of either
fiscal committee. The remaining bills dealt with survivor benefits (HB 3173},
and establishing medical accounts to help employers pay for catastrophic
illnesses (HB 3174); neither received a hearing. These legislative proposals will
be discussed in the “Issues” section of this report.

The following is a list of the most recent LEOFF 1 legislation sponsored by the
former Joint Committee on Pension Policy (JCPP) to pass into law.

Year Session Law Subject

2003 ChO030L 03 Disability boards

2003 Ch032L03 Fallen Hero survivor benefits
2002 Ch 158 L 02 Survivor benefits

2000 Ch 186 L 00  Survivor option flexibility
1999 Ch 134 L 99 Death benefits

1998 Ch 157198 $150,000 death benefit

1997 Ch 122 L 97  Portability

Funding Sources

At this time, no contributions are being made to the LEOFF 1 retirement plan.
State contributions were suspended in July, 1999, and member and employer
contributions were suspended in May, 2000. The plan had actually reached
fully funded status in 1997. When contributions were being made to LEOFF 1,
statutes required members and employers both to contribute 6% of salary. The
State then contributed the required costs of the system in excess of those met
by the members and employers. In many years the State contribution was well
above the member and employer contributions (see Figure 1).

§CPP Full Committee
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Select (omimitiee on Pension Policy

Figure 1
Employer, Employee, and State Contribution Rates
to LEOFF 1
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Source: Office of the State Actuary

The First Actuarial Valuation of the Washington Law Enforcement Officers’ and
Fire Fighters’ Retirement System, submitted to the Public Employees’
Retirement System and forwarded to the Governor in October of 1970,
recommended that the State contribute 33.16% of pay. In the first 5 years of
its existence, however, the State made no contributions to LEOFF 1 (see Figure
2). But beginning in 1976, and continuing through 1999, annual State
contributions were significantly above the employer and employee
contributions, averaging just over 40% of pay (see Appendix B).

Figure 2
Total Employee, Employer, and State Contributions to LEOFF 1
$250
0 State
$2001 5 Employee B
R Employer —
<
S
E
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Select Committee on Pension Policy

Funding Ratio

As of the 2003 valuation, LEOFF 1 had a funded ratio of 112%, meaning there
were $1.12 in actuarial assets for every $1.00 of liabilities. The funding ratio
had changed very little between 1987 and 1994, hovering in the mid-60%
range. Beginning in 1995, thanks to the outsized market returns, continued
contributions, and low inflation, that funded ratio began increasing. By 2000,
in conjunction with the new valuation interest rate which increased from 7.5%
to 8.0%, the LEOFF 1 funding ratio peaked at 136%.

Based on current projections, the plan is expected to emerge from its surplus
position in the 2009-2011 biennium (see Figure 3). Poor market performance
on the plan assets in 2000-2002, and no contributions over the past several
years are the primary cause. Still, the assets and liabilities of the plan are
tracking very closely; even when the assets dip below the liabilities, the funded
ratio is not expected to fall below 99%. Future forecasts, which will recognize
more recent market performance, may show different results.

Figure 3
Projected Assets and Liabiliies in LEOFF 1

——— Actuarial Value of Assets
$8901 0 aee-e- Market Value of Assets
$3,700 emmmme Present Vaue of Future Benefits
$3,500
EEEEEEEEEEEEEENEEEEEEE
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When the plan does exhaust its surplus, contribution rates from employers
and employees will resume, albeit on the relatively small payroll that remains.
Then, depending on the funded status of the plan, State contributions may
resume as well.

SCPP Full Committee
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ISSUES

The following sections will include brief background discussions, policy
implications, and fiscal impact of the various legislative proposals forwarded to
the legislature in the last session. A final issue deals with the contribution rate
holiday; it has not been addressed in any previous legislative proposal.

Survivor Benefits

Survivor benefits provide ongoing retirement income to a designated beneficiary
after the death of the original member. For the survivor of a LEOFF 1 member
who died prior to retirement, the benefit is 50% of the member’s FAS, with 5%
per child allotments to a maximum of 60% of FAS. These benefits are provided
to eligible survivors as part of the plan design, i.e. at no additional cost to the
member.

If a LEOFF 1 member dies in service or from injuries sustained in the
commission of duties, survivors also receive a $150,000 lump-sum from the
plan.

Spouses of active LEOFF 1 members are eligible for a survivor benefit
regardless of how long they had been married. Spouses of terminated vested
members who have at least 20 years of service credit, spouses of duty disability
retirees, and spouses of service retirees must have been married to the member
at least one year before the member’s separation from service to be eligible for
an unreduced survivor benefit.

Ex-Spouse Survivor Benefits: Ex-spouses of LEOFF 1 members may also
qualify for survivor benefits if they divorced prior to the member’s separation
from service and entered into a court order or court approved property
settlement after July 1, 2003. In such an instance, the ex-spouse may be
awarded a portion of the member’s benefit and survivor benefit if that benefit is
so designated in the order or settlement

Earlier provisions in LEOFF 1 required ex-spouses to meet stringent criteria to
be eligible for survivor benefits. Prior to 1980, ex-spouses could only qualify if
they had been married to the member for 30 years, 20 of which were before the
member retired. More recently, an ex-spouse could qualify if the member had
30 years of service and they had been married at least 25 years. The benefit

SCPP Full Committee
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for a spouse who divorced and entered into property settlement prior to July 1,
2003 will cease upon the death of the member. Even a spouse who divorced
after 40 years of marriage would not qualify for continuing benefits if the
member had less than 30 years of service.

Post Retirement Marriage Survivor Benefits : In an option that was established
under 2002 legislation, and has never been offered before (even in prior act
plans that were closed with the implementation of LEOFF 1) members who
marry after retirement may designate their new spouse as a beneficiary.
Members may do so during a one-year window that begins one year after the
date of marriage. To make such a designation, there may not be a qualified ex-
spouse receiving a portion of the member’s retirement benefit under a court
approved property settlement. To receive this benefit the member’s allowance
is actuarially reduced. A member can chose among several survivor options in
which a specific percent of their adjusted allowance is passed on to their
survivor. Figure 4 illustrates the joint and survivor options for a current
service retiree who is 5 years older than their spouse. Option factors are found
in Appendix C.

Figure 4
LEOFF 1 Survivor Allowance Options:
Member 5 Years Older than Spouse

Survivor
Option Factor Joint Benefit Benefit
Single Life 1.000 $3,642* $0
Joint & 50% 0.921 $3,354 $1,677
Joint & 66%% 0.898 $3,271 $2,181
Joint & 100% 0.854 $3,110 $3,110

* $3,642 is the average service retiree benefit per month for new
service retirees as of the 2003 valuation

Recent Legislation: HB 3173 was introduced in the 2004 legislative session.
It would have amended the post retirement spousal survivor benefit so that a
spouse from a post-retirement marriage could receive a survivor benefit even
though there may be a qualified ex-spouse receiving a portion of the member’s
retirement benefit under a court approved property settlement. The bill did not
receive a hearing.

SCPP Full Committee
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Legislative Interest: While there has been no recent legislation, there is
interest in acting on the ex-spouse survivor benefits issue (see Morton’s letter
as attachment). As noted, benefits to many ex-spouses may cease after the
member’s death. This has the effect of removing a significant income source to
those who may have no alternatives.

Policy Considerations: Implicit retirement policies outlined by the former
Joint Committee on Pension Policy state that “Pension benefits should meet the
needs of employees, retirees and employers within available resources,” and “
Retirees should have more flexibility in determining the form and timing of
their benefit.” The provisions allowing ex-spouses and spouses from post-
retirement marriages to receive survivor benefits are based on these policies.
Any expansion of eligibility for multiple survivors to receive fractional benefits
via an actuarial reduction to the member’s benefit would not be in conflict with
these policies. '

Fiscal Impact: As the benefits are actuarially reduced, there would be no
fiscal impact (Fiscal notes are found in Appendix D), but the addition of new
beneficiaries would have an administrative impact on the Department.

Contributions to Medical Accounts

When the LEOFF 1 plan reach fully-funded status, contribution rates were
suspended for employees, employers, and the State. This represented a
savings for employers and the State, and a pay increase for members. A
supplemental retirement benefit funded using all or a portion of monies saved
from the suspension of contribution rates would not be unprecedented, but
some benefit proposals may have some unresolved tax implications.

Recent Legislation: HB 3174 was introduced in the 2004 legislative session.
Its aim was to establish medical accounts using contribution savings of
employers and members to help employers pay for catastrophic illnesses of
members or beneficiaries. The bill did not receive a hearing.

Policy Considerations: Retiree medical accounts are governed by IRS code
that requires specific funding levels of the underlying pension plan (120%-
125%) prior to creation, and limits the amount of contributions to such
accounts. It is uncertain that such contributions required under HB 3174
would be covered under existing IRS code; tax counsel would need to be
consulted. Bill language calls for the money in these accounts to be used for

§CPP Full Committee
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Select Committee on Pension Policy

the “catastrophic medical expenses of employers for the benefit of members or
beneficiaries...” Currently, necessary medical services to LEOFF 1 retirees are
provided by each member’s employer. This bill would provide catastrophic
medical expense coverage to beneficiaries that has not previously been
available.

Fiscal Impact: There is no fiscal impact on the retirement plan, but if
instituted in 2005, there would be an $8 million long-term impact on both
members and employers and an administrative impact on the Department.

Disability Board Membership

Decisions on eligibility for LEOFF 1 disability and medical benefits are made by
city and county LEOFF 1 disability boards. Disability benefits may be granted
for both duty and non-duty disabilities.

Each city with a population of 20,000 or more has a LEOFF 1 disability board.
Each county also has a disability board, and these county boards have
jurisdiction over LEOFF 1 members not covered by a city disability board.
Under current law, one of the members of a county board must be a member of
the legislative body of a city or town in the county that does not have its own
board. This member must be chosen by a majority of the mayors of the
affected cities or towns.

Fire fighter and law enforcement officers serving on the disability boards are
elected by LEOFF 1 members. All members of LEOFF Plan 1 and 2 may serve
on disability boards, but only LEOFF 1 members may vote to elect the LEOFF
members.

Other disability board members are not required to be LEOFF 1 members.

There are currently fewer than 1,000 active members, and in a few years there
will be very few. When the last active LEOFF 1 member retires, and when all
disabled LEOFF 1 members reach age 60, the disability boards may be
discontinued. Until then, they are necessary.

Declining numbers of active members has already resulted in situations that
cannot be accommodated under existing disability board membership
provisions. Board membership is to include one active or retired police officer,

SCPP Full Committee
0:\SCPPAL004\10-19-04 Full\LEORF { lsstes wpd

Outober 19, 1004 Page 10 of 14



Select (omimittee on Pension Policy

and one active or retired fire fighter. Among these remaining active and retired
members in certain jurisdictions there may be no fire fighters, or no police
officers. Current disability board membership provisions are not crafted to
accommodate these circumstances.

Recent Legislation: Companion bills HB 3114 and SB 6355 were introduced
in the 2004 session to deal with LEOFF 1 disability board membership. The

- bills would have clarified the qualifications of the active or retired fire fighters
and active or retired law enforcement officers who are eligible to serve on the
county disability board and who are eligible to vote for those board members;
these persons must be active or retired from a legislative authority within the
county subject to the jurisdiction of that same county's disability board. The
bills also required that if there were either no fire fighters or no law
enforcement officers eligible to vote, the eligible fire fighters or law enforcement
officers would elect a second board member. Neither bill was forwarded from
its respective fiscal committee.

Policy Consideration: Each disability board is required to have two LEOFF
members. This legislation does not establish any new policies in regards to
that membership but merely fine-tunes that policy in light of the declining
number of eligible LEOFF 1 voting members. This issue will probably need to
be visited again as the number of LEOFF 1 members declines even further.

Fiscal Impact: None

60% Benefit Cap

When first founded, LEOFF 1 had no benefit cap. With the passage of Chapter
120, laws of 1974, members’ benefits were capped at 60% of final average
salary. Those hired into LEOFF 1 positions on or after February 19, 1974 --
the effective date of the act -- are subject to the 60% cap; those hired prior to
that date are not. As of the 2003 valuation, 507 of the 991 remaining active
members were subject to the 60% benefit cap.

Of the total 8,054 retirees, 2,344 became members prior to February 19, 1974.
Of those, 659 had a benefit that was greater than 60% of their final average
salary.

§CPP Full Committee
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The Public Employees’ Retirement System (PERS) plan 1 and the Teachers’
Retirement System (TRS) plan 1 both have provisions capping retirement
benefits at 60% of average final compensation (AFC).

The plans 2/3, including LEOFF 2, have no benefit cap, but they are age-
based plans as opposed to service-based plans. The School Employees’
Retirement System (SERS), PERS and TRS 2/3 require members to be age 65
in order to receive an unreduced defined benefit. LEOFF 2 requires members
to be age 53 to receive an unreduced benefit compared to age SO in LEOFF 1.

In addition, all the plans 2/3 use a 60 month period to determine a member’s
final average salary (LEOFF) or average final compensation (PERS, SERS, TRS)
when calculating their retirement allowance. PERS 1 and TRS 1 use a 24
month average, and LEOFF 1 members may use a 12 month average.

Recent Legislation: Two bills were introduced during the last legislative
session related to the 60% cap in LEOFF 1. HB 2416 proposed raising the
limit to 70% of FAS, and HB 2914 proposed eliminating the cap entirely; both
bills received a hearing but neither moved from committee.

Policy Considerations: One of the general policies found in the funding
chapter (RCW 41.45) is “Fund, to the extent feasible, benefit increases for all
plan members over the working lives of those members so that the cost of those
benefits are paid by the taxpayers who receive the benefit of those members’
service.” The average age of remaining active LEOFF 1 members is 54 years,
and their average member service is 29.3 years. For a plan that wasn’t fully
funded, there would be scant time to contribute to a benefit increase for an
active membership that is already, on average, retirement eligible. Because
LEOFF 1 is in surplus status at this time, any benefit increase would draw on
that surplus.

The other policy concern would be leapfrogging. One of the common criticisms
of the plan 1 design is the 30 year cap or 60% cap; member’s benefits are a
maximized at 30 years of service (2% x 30 years of service = 60% of AFC). Were
the cap raised or eliminated in the LEOFF 1 plan, PERS 1 and TRS 1 members
may request a similar benefit increase which would have a much higher cost.

Fiscal Impact: The fiscal note for HB 2416 stated that the present value of
projected benefits would increase by $16 million, and the State contribution
rate, when it is projected to resume, would increase by 0.14 percentage points.

§CPP Fulf Committee
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The fiscal note for HB 2914 stated that the present value of projected benefits
would increase by $19 million and the State contribution rate, when it is
projected to resume, would increase by 0.17 percentage points.

Based on forecasts from the 2002 valuation, the LEOFF 1 plan would emerge
from its fully funded status in the 2011-2013 biennium. Fiscal notes showed
that these proposals would result in the plan emerging from full funding one
biennium earlier than projected.

Because of its relatively small surplus, the funding needs of LEOFF 1 are
sensitive to short-term market performance. Plan assets and liabilities are
tracking very closely. Future forecasts, which will recognize more recent
market performance, may show different results.

Contribution Holiday

Because of its fully funded status, employer, member, and state contributions
to the LEOFF 1 plan have been suspended. As a result, active members are
earning benefits while not making contributions, in essence receiving a 6% pay
raise. The state and LEOFF employers are also able to use monies that would
have been used for retirement contributions for other purposes. Because
projections show the LEOFF 1 plan emerging from full funding in the 2011-
2013 biennium, there has been a discussion to resume contributions to
prevent that from occurring.

Policy Considerations: Funding policies in Washington State, as outlined in
RCW 41.45.010(3), include the goal to “To establish predictable long-term
employer contribution rates which will remain a relatively constant proportion
of the future state budgets” While the suspension of contributions in LEOFF 1
would appear to be in conflict with that policy, that policy is difficult to apply in
a fully funded closed plan with a small and declining number of active
members. As the obligation to amortize the LEOFF 1 unfunded liability was
fulfilled, and as the plan reached fully funded status, the state established a
new funding policy to acknowledge that funded status.

Defined benefit retirement plans are funded to support the benefit provisions
within the plans. Ideally the funded ratio of such plans would always be at
100%, where assets match liabilities. Funding policies are formulated to reach
that goal. It is not the goal of existing funding policy for any Washington State
retirement system or plan to have surplus funding on a long-term basis. That

SCPP hull Committee
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would mean that the actuarial assumptions were too conservative relative to
the experience of the plan. In turn, that would mean members and employers
were paying too much for the existing benefits.

Stakeholder Input

Senator Bob Morton
7™ Legislative District
See attached correspondence

Richard Warbrouck
President, Retired Fire Fighters of Washington
See attached correspondence
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Appendix A
Law Enforcement Officers’ and Fire Fighters’ plan 1 Provisions
Design
Defined benefit retirement, disability and medical plan.
Membership
Mandatory for full-time, fully compensated:
(1) Law enforcement officers (i.e., county sheriffs, deputy sheriffs who have

passed a civil service examination, city police officers, town or deputy
marshals, or certain directors of public safety);

(2)  Fire fighters (i.e., persons who have successfully passed a civil service
examination, if required, for fire fighter or supervisory fire fighter); and
(3)  Specified commissioned officers enforcing the criminal laws of the state

who were employed on or before September 30, 1977.
Eligibility for membership generally requires meeting certain minimum
medical, health, and age standards. Exclusions from the age standard are
granted for police chiefs, fire chiefs, sheriffs, and certain directors of public
safety.
Portability
Former LEOFF 1 members who become members of PERS, TRS or WSP may
transfer their prior LEOFF 1 service to their current retirement system. Upon
transfer, all ties with LEOFF 1 are severed, including eligibility for post-
retirement medical benefits.
Vesting
Established upon completion of five years of credited service.
Terminated, Vested Benefit

(Terminates, but maintains membership by not withdrawing contributions)

At age-50, a terminated, vested member may receive a service retirement
allowance.



If a terminated, vested member dies prior to attaining age-50 and with less
than 20 years of service, a refund of contributions and accrued interest is
made to the surviving spouse, designated beneficiary or personal representative
of the estate.

If a terminated, vested member dies with at least 20 years of service, the
benefit is as though the member had died in service.

Credited Service
(1) A service credit month is earned for each calendar month of employment
for which compensation is paid for 70 or more hours.

(2) Service credit is also earned for:

(a) Periods of suspension up to 30 days; and
(b)  Periods of disability leave if the member returns to duty.

Service Credit for Leave of Absence

A member who is on paid leave of absence will receive service credit for such
leave. This applies to a member, as authorized by a collective bargaining
agreement, who serves as an elected official of a labor organization.

Military Service Credit

Members whose service is interrupted receive up to five years of military
service.

Withdrawal of Employee Contributions

Upon termination of employment for reasons other than retirement or disability
a member may sever relationship with the system by withdrawing his or her
contributions, plus accrued interest thereon.

Restoration/Purchase of Service Credit

Contributions restored within 5 years of re-entry, member repays the
withdrawn amount.

Contributions restored after 5 years, member pays full actuarial value of
restored service.



Compensation

The basic monthly rate of salary or wages, including longevity pay but not
including overtime earnings or special salary or wages. (Defined as basic
salary.)

Computation of Final Average Salary

The basic salary attached to the position or rank at retirement if held for at
least 12 months. If not, it is the average of the greatest basic salaries paid over
24 consecutive credited months in the last 10 credit years.

Eligibility for Normal Retirement
Five years of service and attainment of age-50.
Service Retirement Allowance

(1) 1% of final average salary (FAS) for each year if the member has at least
five years of service, but less than ten years of service.

(2) 1.5% of FAS for each service credit year if the member has at least ten,
but less than 20 years of service.

(8) 2% of FAS for each year of service if the member has 20 or more years of
‘'service.

(4)  The benefit shall not exceed 60% of FAS if the member was first
employed on or after February 19, 1974.

Cost-of-Living Adjustments

Each April 1st, after one year of retirement, an annual adjustment is made to
the benefit based upon the percentage difference between the CPI-Seattle, for
the previous year and the CPI-Seattle, for the year prior to retirement.

Retirement for Disability

Duty/Non-Duty: With the approval of the local disability board and the
Director, DRS, a member who has incurred a disability rendering him or her
unable to continue service in the position or rank held at that time, shall
receive an allowance of 50% of FAS, plus an additional five percent of FAS for
each dependent child, not to exceed a maximum benefit of 60% of FAS.



Disability Leave

As ordered by the local disability board, the employer provides up to six
months of leave at full pay.

Survivor Benefits - Active Members

(1)  The surviving spouse receives an allowance equal to what the member
would have received at age-50 (50% of AFC), plus five percent additional
for each child, with the maximum benefit not to exceed 60%.

If there is no surviving spouse but there are children, the first surviving
child receives an allowance equal to 30% of FAS, and an additional 10%
for each additional child to a maximum of 60%. The payments will be
prorated among them.

(2)  If member dies in service or from injuries sustained in the commission of
duties - survivors receive a $150,000 lump sum payment.

Survivor Benefits - Retired Members

The surviving spouse, if married one year to the member prior to retirement,
receives the same benefit as did the member, including the allowance for
children. If there is no surviving spouse but there are children, the first
surviving child receives an allowance equal to 30% of FAS, and an additional
10% for each additional child to a maximum of 60%. The payments will be
prorated among them.

Medical Services

Necessary medical services are provided by the employer to active and retired
members.

Post-Retirement Employment

Members may work for any non-LEOFF employer without a reduction of
benefits.

Member Contributions

(1) 6% of compensation (i.e., basic salary).

(2)  Contributions are required only when the plan’s most recent actuarial
valuation indicates an unfunded liability exists.

(3) Employee contributions may be "picked-up" for all employees of an

employer under Section 414(h) of the IRS Code.

Employer Contributions



(I) 6% of compensation (i.e, basic salary).

(2)  Contributions are required only when the plan’s most recent valuation
indicates an unfunded liability exists.

(3)  The present value of the total estimated cost of all benefits attributed to
excess compensation.

Excess compensation includes any payment on which the calculation of the
retirement allowance is made, except basic salary.

State Contributions

The required costs of the system in excess of those met by the contributions of
the employee and employer. This includes the amortization of the unfunded
liability by June 30, 2024.
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Appendix C

LEOFF 1 Survivor Option Factors

Member younger than beneficiary Member older than beneficiary
Age Option2 Option3 Option 4 Age Option2 Option3 Option 4
Difference  100% 50% 66 2/3 % Difference  100% 50% 66 2/3%
-20 0.958 0.978 0.971 0 0.878 0.935 0.915
-19 0.955 0.977 0.969 1 0.873 0.932 0.912
-18 0.952 0.975 0.967 2 0.868 0.930 0.908
-17 0.949 0.974 0.965 3 0.864 0.927 0.905
-16 0.946 0.972 0.963 4 0.859 0.924 0.901
-15 0.942 0.970 0.961 5 0.854 0.921 0.898
-14 0.939 0.969 0.959 6 0.849 0.918 0.894
-13 0.935 0.967 0.956 7 0.844 0.915 0.890
-12 0.932 0.965 0.953 8 0.839 0.913 0.887
-11 0.928 0.963 0.951 9 0.835 0.910 0.883
-10 0.924 0.960 0.948 10 0.830 0.907 0.880
-9 0.920 0.958 0.945 11 0.826 0.905 0.877
-8 0916 0.956 0.942 12 0.821 0.902 0.873
-7 0.911 0.954 0.939 13 0.817 0.899 0.870
-6 0.907 0.951 0.936 14 0.813 0.897 0.867
-5 0.902 0.949 0.933 15 0.809 0.894 0.864
-4 0.898 0.946 0.929 16 0.805 0.892 0.861
-3 0.893 0.943 0.926 17 0.801 0.889 0.858
-2 0.888 0.941 0.922 18 0.797 0.887 0.855
-1 0.883 0.938 0.919 19 0.793 0.885 0.852
20 0.790 0.882 0.849
21 0.786 0.880 0.847
22 0.783 0.878 0.844
23 0.780 0.876 0.841
24 0.777 0.874 0.839
25 0.774 0.872 0.837
26 0.771 0.871 0.834
27 0.768 0.869 0.832
28 0.765 0.867 0.830
29 0.763 0.865 0.828
30 0.760 0.864 0.826
31 0.758 0.862 0.824
32 0.756 0.861 0.823
33 0.753 0.859 0.821
34 0.751 0.858 0.819
35 0.749 0.857 0.818
36 0.747 0.855 0.816
37 0.745 0.854 0.815
38 0.744 0.853 0.813
39 0.742 0.852 0.812
40 0.740 0.851 0.810

Age difference: Member age minus beneficiary age

[Statutory Authority: RCW 41.50.050(5), 41.26.162, 41.26.164, chapter 41.45 RCW. 03-12-014, § 415-02-380, filed 5/27/03,
effective 7/1/03. Statutory Authority: RCW 41 .50.050(5) and chapter 41.45 RCW. 03-02-087, § 415-02-380, filed 12/31/02,
effective 2/1/03; 02-18-048, § 415-02-380, filed 8/28/02, effective 9/1/02.]
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 1/20/04 HB 2416

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 1 (LEOFF 1) by
increasing the maximum service retirement allowance of those who became members on or after February
19, 1974 to 70% of their final average salary.

Effective Date: 90 days after session

CURRENT SITUATION:

Currently, the maximum service retirement allowance for a member of LEOFF 1 who became a member on
or after February 19, 1974 is 60% of their final average salary.

MEMBERS IMPACTED:

We estimate that 568 active members hired on or after 2/19/1974 out of the total 1,147 active members of
this plan could be affected by this bill. Additional members could be affected if they returned to work and
earn over 30 years of service.

Each year of additional service credit beyond 30 years, but less than 35, would result in an increase of
about $1,400 in annual pension payments per person (based on a current annual salary of $69,667).

ASSUMPTIONS:

We have assumed that future disabled retirees with at least 30 years of service will elect the proposed
service retirement benefit (with the 70% of pay cap) in lieu of the 50% of the pay tax-free disability benefit.
The impact of this assumption change, as it relates to the proposed service retirement benefit, is reflected
in the estimated cost of this proposal. This proposed benefit change may alter future retirement behavior
in the plan and, as a result, have an additional impact on the plan’s liability. This cost, if it indeed
materializes, would be reflected in future actuarial valuations after retirement rates are adjusted for any
change in actual retirement experience.
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FISCAL IMPACT:

Description:

There is no immediate fiscal impact while the plan remains in a surplus or fully funded position. However,
the plan is projected to resume funding earlier and at a higher rate as a result of the proposed benefit

increase.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable

under the System and the required actuarial contribution rate as shown below:

Law Enforcement Officers’ and Fire Fighters’ Retirement System:

(Dollars in Millions) Current
Actuarial Present Value of Projected Benefits $4,338
(The Value of the Total Commitment to all Current Members)
Unfunded Actuarial Accrued Liability $(757)
(The Portion of the Plan 1 Liability that is Amortized at 2024)
Unfunded Liability (PBO) $(830)

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates:

(Effective 9/01/2004)
Employee 0.0%
Employer State 0.0%

Increase Total
$16 $4,354
$16 $(741)
$13 $(817)
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Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

State Actuary’s Comments:

Costs (in Millions):

2004-2005
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2005-2007
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2004-2029
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

$0.0
0.0
$0.0
$0.0
$0.0

500

$0.0
00
$0.0
$0.0
$0.0

$0.0

$53.7
0.0

$53.7

$1.6
$55.3

$1.6

Because the plan is currently in a surplus position, we have projected the impact this bill might have on the
plan’s future funding status. This projection reflects the future recognition of prior asset gains and losses
and the impact of this proposed plan change. The plan's actual funded status will vary depending on the
plan’s actual experience and could easily be different than projected over the short-term.

Based on this projection, the plan is expected to emerge from its surplus position in the 2011-2013
biennium before this plan change. After the plan change, the plan is expected to emerge from its surplus
position in 2009-2011. This would result in 6% employee and employer contributions for Plan 1 members
resuming two years earlier. The state’s normal cost contribution for Plan 1 members would also resume 2
years earlier, but more significantly the state's UAAL contribution over all LEOFF members pay would

resume earlier and at a rate that is approximately .14% higher.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2002 actuarial valuation report of the Law Enforcement Officers’ and Fire
Fighters' Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report or in this fiscal note include the following: None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2004 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working
lifetime of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.) -

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

+  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL. ‘

«  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

4 O:\Fiscal Notes\Fisnts 200412416 HB.wpd



FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 1123104 HB 2914

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 1 (LEOFF 1) by
removing the provision that fimits the retirement allowance for those who became members on or after
February 19, 1974 to 60% of their final average salary.

Effective Date: 90 days after session

CURRENT SITUATION:

Currently, the maximum retirement allowance for a member of LEOFF 1 who became a member on or after
February 19, 1974 is 60% of their final average salary. Those who became members before February 19,
1974 have no such limit on their retirement allowance.

MEMBERS IMPACTED:

We estimate that 568 active members hired on or after 2/19/1974 out of the total 1,147 active members of
this plan could be affected by this bill. Additional members could be affected if they returned to work and
earn over 30 years of service.

Each year of additional service credit beyond 30 years would result in an increase of about $1,400 in
annual pension payments per person (based on a current annual salary of $69,667).

ASSUMPTIONS:

We have assumed that future disabled retirees with at least 30 years of service will elect the proposed
service retirement benefit in lieu of the 50% of the pay tax-free disability benefit. The impact of this
assumption change, as it relates to the proposed service retirement benefit, is reflected in the estimated
cost of this proposal. This proposed benefit change may alter future retirement behavior in the plan and,
as a result, have an additional impact on the plan’s liability. This cost, if it indeed materializes, would be
reflected in future actuarial valuations after retirement rates are adjusted for any change in actual
retirement experience.
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FISCAL IMPACT:

Description:

There is no immediate fiscal impact while the plan remains in a surplus or fully funded position. However,
the plan is projected to resume funding earlier and at a higher rate as a result of the proposed benefit
increase.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

Law Enforcement Officers’ and Fire Fighters’ Retirement System:

(Dollars in Millions) Current Increase Total

Actuarial Present Value of Projected Benefits $4,338 $19 $4,357
(The Value of the Total Commitment to all Current Members)

Unfunded Actuarial Accrued Liability $(757) $19 $(738)
(The Portion of the Plan 1 Liability that is Amortized at 2024)

Unfunded Liability (PBO) $(830) $14 $(816)

(The Value of the Total Commitment to all Current Members
Aftributable to Past Service)

Increase in Contribution Rates: ' Prior to 2009-11 After
7/1/12009 Biennium  6/30/2011*

Employee 0.0% 6.0% 0.0%
Employer 0.0% 6.0% 0.0%
State 0.0% 3.59% 0.17%

*We estimate that 6% employee and employer contributions plus the state’s portion of the plan’s normal cost will resume two years
earlier as a result of this proposed benefit increase. The state’s contribution to the plan’s projected UAAL would also resume two years
earlier and at a rate that is 0.17% higher.
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Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

State Actuary’s Comments:

Costs (in Millions):

2004-2005
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2005-2007
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2004-2029
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

$0.0
0.0
$0.0
$0.0
$0.0

$0.0

$0.0
0.0
$0.0
$0.0
$0.0

$0.0 |

$63.8
0.0
$63.8
$1.6
$65.4

$1.6

Because the plan is currently in a surplus position, we have projected the impact this bill might have on the
plan’s future funding status. This projection reflects the future recognition of prior asset gains and losses
and the impact of this proposed plan change. The plan’s actual funded status will vary depending on the
plan's actual experience and could easily be different than projected over the short-term.

Based on this projection, the plan is expected to emerge from its surplus position in the 2011-2013
biennium before this plan change. After the plan change, the plan is expected to emerge from its surplus
position in 2009-2011. This would result in 6% employee and employer contributions for Plan 1 members
resuming two years earlier. The state's normal cost contribution for Plan 1 members would also resume
two years earlier, but more significantly the state’s UAAL contribution over all LEOFF members pay would

resume earlier and at a rate that is approximately .17% higher.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2002 actuarial valuation report of the Law Enforcement Officers’ and Fire
Fighters' Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report or in this fiscal note include the following: None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2004 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working
lifetime of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

+  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

+  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: _ CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 1/28/04 HB 3114/SB 6355

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Firefighters’ Retirement System (LEOFF) Plan 1. The
bill addresses jurisdiction, disability board membership and eligibility to vote for employee representatives
on the board. The proposed legislation provides that the jurisdiction of the county disability boards applies
to all members employed by or retired from an employer within the county and not employed by a city in
which a disability board is established. It also clarifies that to serve on the county disability board, a fire
fighter or law enforcement officer must be employed by or retired from an employer within the county and
not be employed by or retired from a city in which a disability board is established. Those voting for
employee representatives on the county disability board must be employed by or retired from an employer
within the county and not employed by or retired from a city in which a disability board is established.
Finally, the bill addresses the election of the firefighter and law enforcement officer positions on the board
and adds the following new provisions: a) if there are no firefighters eligible to vote, a second eligible
employee representative shall be elected by the law enforcement officers eligible to vote, and b) if there
are no law enforcement officers eligible to vote, a second employee representative shall be elected by the
fire fighters eligible to vote.

Effective Date: Immediately upon passage.

CURRENT SITUATION:

Currently the county disability board's jurisdiction extends to “all members residing in the county” and not
employed by a city in which a disability board is established. The limitation that the members be employed
by or retired from an employer within the county is not included in the current law. Similarly, regarding
eligibility to serve on the disability board, the current law requires mere residence in the county for the
firefighter and police officer representatives, whereas the new law requires that the employee
representatives be “employed by or retired from an employer within the county” in lieu of the residency
requirement, and that they not be “employed by or retired from a city in which a disability board is
established.” With respect to eligibility to vote, the current law allows the following to vote: all fire fighters
and law enforcement officers employed or retired from the county who are not employed by or retired from
a city in which a disability board is established and who are subject to the jurisdiction of the board. The
new law adds the requirement that the voting member be employed by or retired from an employer within
the county who are not employed by or retired from a city in which a disability board is established and who
are subject to the jurisdiction of “that’ board.

FISCAL IMPACT:

None.
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 2/05/04 HB 3173

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters' Retirement System Plan 1. It amends
the plan provision relating to survivor benefits under RCW 41.26.164, which provides an optional reduced
retirement allowance with survivor benefits to spouses that are ineligible for survivor benefits under other
plan provisions. The bill changes one of the criteria for allowing a member to choose this retirement
option. Under this legisiation, the member could select the option as long as there is some portion of his or
her retirement benefit that is not subject to a property division pursuant to a domestic relations order.
(Currently, any division would defeat the member’s ability to select this option.) Other provisions of the bill
include a one-year extension of the deadline for promulgating rules to allow members to chose this option,
and a “clean-up” provision that changes “beneficiaries” to “beneficiary's” (based on the assumption that the

member has only one spouse at any given point in time).

Effective Date: 90 days after session.

CURRENT SITUATION:

Currently a member desiring to choose this option shall “have the retirement allowance payable to the
retiree not subject to periodic payments pursuant to a property division obligation as provided for in RCW
4150.670." This language is broad enough to suggest that the presence of any such division would defeat
the member's ability to choose this option. With the new language, the member could choose this option
so long as there is a portion of the retirement allowance that is not subject to division.

MEMBERS IMPACTED:

We have no information on the number of members whose pensions are partially divided, who have re-
married and who would choose to take an actuarially reduced benefit on the remaining portion. For those
who do make this election, their benefit would be actuarially reduced to reflect the cost of the survivor
benefit provided by the election. For example, the option factor is .935 for a 50% Joint and Survivor option
where the spouse is the same age as the member, thereby reducing a single-life benefit of $1,000 per
month to $935 per month.

FISCAL IMPACT:

None. The member pays the full cost of the survivor benefit via an actuarial reduction of his or her
retirement allowance.
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 2/05/04 HB 3174

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 1 (LEOFF 1) by
establishing the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 1 medical account
within the office of the State Treasurer. Expenditures from this account could be used only for the
catastrophic medical expenses of employers for the benefit of LEOFF 1 members or beneficiaries. The
account would be funded by contributions from members and employers. The member contributions would
be 6% of payroll less any member contributions to the retirement fund. The employer contributions would
be 6% of payroll less any employer contributions to the retirement fund.

The Director of the Department of Retirement Systems is to establish the rules for receipt of distributions
from this account.

Effective Date: 90 days after session.

CURRENT SITUATION:

Currently, necessary medical services to LEOFF 1 retirees are provided by each member's employer.
This bill provides catastrophic medical expense coverage to beneficiaries that has not previously been
available.

Because of the funding status of LEOFF 1, no member, employer, or state contributions are currently being
paid into the LEOFF 1 fund. As a result, initial member and employer contributions to the proposed
LEOFF 1 medical account would each be 6% of pay.

Were the funding status of LEOFF 1 to change and contributions again required, members and employers
would each contribute the statutorily required 6% of pay, and no contributions would go to the medical
account.

MEMBERS IMPACTED:

There is no impact on member pension benefits or contributions. The 1,147 active members would be

impacted by having to make contributions to a medical account when the required member contribution
rate to the pension plan is less than 6%.
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When the market value of LEOFF 1 assets are projected using actual investment returns through 8/30/03
and an assumed 8% rate of return thereafter, the plan remains in a surplus position until the 9/30/2009
valuation date. An unfunded liability would then emerge once unrecognized prior asset losses are fully
reflected in the projected actuarial value of assets. Under this scenario, members would contribute 6% of
pay to the medical account from 7/1/2004 through 6/30/2011: $3.1, $2.5, $2.0, $1.6, $1.2, $0.9 and $0.7
million for a total of $12 million over the period. Employers would contribute the same amount to the
medical account. After 7/1/2011, 6% employee and employer contributions are projected to resume for the
pension plan.

FISCAL IMPACT:
There is no impact on the pension plan.
State Actuary’s Comments:

There are very limited opportunities to prefund medical benefits under a tax-qualified trust. Itis unclear
whether this proposed program would qualify under current federal tax law.
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RECEIVED

Olympia Office: MAY 2 1 2004
115D Irv Newhouse Building . ,
Office of
PO Box 40407 Washington State Senate e S1.
e ko e e
one: - . ierre Lake Roa
FAX: (360) 786-1999 _ Senator Bob Morton -  Kettle Falls, WA 99141
E-mail: morton_bo@leg.wa.gov 7th Legislative District ' Phone: (509) 684-5132

May 19, 2004

Dear Members of the Select Committee on Pension Policy:

During this past session, I was contacted by a former constituent, Sandra White, who is in dire
financial circumstances because of the application of a survivor benefit statute. I would like to
request that the Select Committee on Pension Policy ("SCPP") consider legislation that would
remedy Ms. White's unfortunate plight.

Enclosed is Ms. White's cbrrespondence, and following is a summary of her issue in the hope that
the SCPP will find this useful in its consideration of this matter: -

Issue

Ms. White was married to a LEOFF 1 member for 41 years. They divorced in 2000, some four years

after he retired. The court order entitled her to half of his retirement benefit. Mr. White died one

month after the divorce, thereby terminating Ms. White's retirement allowance. As a homemaker
+ for all the years of their marriage, Ms. White has little money now. -

2002 T egislative Cﬁangc: Survivor Benefit for Ex-Spouses of LEOFF 1 Members

In the 2002 session, the legislature passed ESB 6380 which, among other things, granted a survivor
benefit to ex-spouses of LEOFF 1 members, provided certain criteria were met.

The criteria included: (a) the member must have had 30 years of service, (b) the parties must have
been married at least 25 years, and (c) the parties must have entered into a court-approved property
settlement agreement awarding a portion of the member's benefits to the ex-spouse after June 13,

2002. '

Under the bill as passed, Ms. White did not qualify for a survivor benefit. Her husband had 29 years
& 10 months of service, not 30 years. And the court order entitling her to half of his retirement was
entered in 2000, not after June 13, 2002. '

Comumittees: Natural Resources, Energy & Water, Chair  Parks, Fish & Wildlife ¢ Land Use & Planning



Options to Solve Ms. White's Situation

There are several ways in which Ms. White's situation could be remedied and a survivor benefit
could be obtained. Most notably, SB 6380 as it passed the Senate in 2002 would have solved Ms.
White's problem, as it did not have the thirty year member requirement nor the time restriction on
when the court order was entered into. Had that version not been subsequently amended, Ms. White
would be receiving benefits now. Iwould ask the committee to consider this, or another alternative,
as a solution to Ms. White's problem. '

Thank you for your consideration. -
Cordially yours,

%

BOB MORTON
State Senator

Enclosure

cc: Matthew Smith /
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4 @ § _Retired Firefightars of Washington

Richard Warbrouck Bob Burtch
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October 5, 2004

The Honorable Karen Fraser

Chair, Select Committee on Pension Policy
PO Box 40422

Olympia, WA 98504-0422

Dear Senator Fraser,

I ' would like to draw your attention to a letter I forwarded to Senator Winsley dated
January 12, 2004 regarding RCW 41.26.110.(B).

Senator Winsley was kind enough to introduce SB 6355 in the 2004 session and
Representative Helen Sommers introduced HB 3114 in the House. The two bills were
intended to correct the existing language and create a new provision to allow two law
enforcement officers to serve on a county disability board when there are no firefighters
cligible to serve. RCW 41.26.110 (B) states “Each county shall establish a disability
board having jurisdiction over all members residing in the county,” This is incorrect.
The members don’t have to reside in the county. They have to be employed by an
employer within the county.

RCW 41.26.110 (B) presently states “An active or retired firefighter or law enforcement
officer to be eligible to serve on the board must be employed by or retired from the
county.” This is incorrect. Any active or retired fircfighter or law enforcement officer
who is employed or was previously employed by an employer or agency under the
Jurisdiction of the board is eligible to serve. Only those active and retived LEOFF 1
firefighters and law enforcement officers who are under the jurisdiction of the board are
eligible to vote in disability board elections.

We also want to correct a new problem. Island County for example, has no LEOFF 1
active or retired firefighters under the jurisdiction of the board so they have no active or
retired firefighters members eligible to elect a representative to the board. This
climinates the fire representative on the board, thereby reducing the number of board
members by one creating an imbalance on the board. Our bill will allov the law
enforcement officers to elect a second law enforcement officer represensative to the board
in these situations,
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Both bills were passed out of their assigned committes and sent to the Rules Committee
in cach chamber. They were up for Second Reading but failed to get voted out of Rules
by the cut-off. I respectfully request that the Select Committee consider these two bills
and include them in the committee’s legislative package.

1 have also included a letter dated May 17, 2004 addressed to Senator Winsley, Chair,
Select Committec on Pension Policy in where 1 requested to have SB 6355 and HB 3114
placed on the Select Committee's interim agenda.

I also referred to the statement by Matt Smith, the State Actuary, at the April 20, 2004
neeting that the LEOFF 1 Fund could have an imfunded liability as eatly as 2008. If this
is correct I would request the Committee to reinstate the LEOFF 1 contributions. I would
question the wisdom of continuing the present contribution holiday. To continue the
contribution holiday would only create an escalating problem for a future legislature.

Due to the fluctuating value of the LEOFF 1 Fund, I would suggest thar. the Office of the
State Actuary give a complete report to the Committee regarding the LEOFF 1 Fund.
The LEOFF 1 Fund members would like, for once, to understand the value, the liability,
the assumption and the computations used in determining these values.

If there is a surplus of $757,000,00. as previously reported, I would like the Committee to
evaluate the need for the actuarially reduced pension for the new Survivor Benefit as
created in ESB 6380.

Irequest that the Committee consider extending the new Survivor Benefit option as
created in ESB 6380 to those members who are only receiving a partial pension,
Currently, any member who is receiving less than a full pension due to a personal
property settlement in a divorce decree is not eligible to select this option. Those
members who would become eligible would of course have their reduced pensions
further reduced by the same percentage as those members who are teceiving a full
pension and exercised this option, The benefit would be based on the member’s cuzrent
pension and paid for by the actuarial reduction.

Thank you for your consideration.

Sincerely,

Richard C, Warbrouck
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Javuary 12, 2004

Senator Shirley Winsley
1109 Garden Circle
Fircrest, WA 98466-6218

Dear Senator Winsley,

[ want to remind you of the current discrepancies in RCW 41.26.110 (B), LEOFF } City
and County Disability Boards and want to request your assistance in making some
housckeeping amendments to RCW 41.26.110. RCW 41,26.110 (B) states that “Each
county shal) establish a disability board having jutisdiction over all members residing in -
the county.” This is incorrect. The members don’t have to reside in the county. They
have to be employed by an employer within the county. '

RCW 41.26.110 (B) presently states that “An active or retired firefighter or law
enforcement officer to be cligible to scrve on the board must be employed by or retired
from the county.” This is incorrcet. Any active or retired firefighter or law enforcement
officer who is employed by an employer or agency under the jurisdiction of the board is
cligible to serve. Only those active and retircd LEOFF 1 firefighters and law
cnforcement officers who are under the jurisdiction of the board are eli gible to vote in
these disability board elections.

1 have attached a copy of an e-mail from Jan L. Ford, the Secretary of the Island County
Disability Board, Jan explains that the Island County Board has no LEOFF 1 active ot
retired firefighters under the jurisdiction of the board so they have no active or retired
firefighter members eligible to clect a representative to the board. This eliminates the fire
representative on the board, thereby reducing the number of board members by one
which creates an imbalance on the board. I suggested in a letter to the Select Committee
on Public Pensions that in these situations the law enforcement officers should elect a
second law enforcement officer representative to the board.

Representative Stcve Conway, Chair of the Select Pension Committee, informed me that
the Select Committee did not have the time to advertise and schedule a Public Hearing
regarding this issue and suggested that 1 have a bill introduced. I did discuss this with
Eric Sund as you suggested. Eric was very helpful in assisting me with the Code Reviser.
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The emergency designation would be appropriate on this amendment because as of
December 31, 2003 the fircfighter representative is no longer cligible to serve on the
board.

I will contact your office to be advised of your decision and to ascertain if you are in need
of auy additional information.

Thank you for your consideration.

Respectfully,

Richard C. Warbrouck
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From : “LEOFF1.Net" <gtaylorgleofl.net> .
To @ “Jan Ford” <JanF@co.island. wa.us> t IO &19 - 73 §§_
Cc 1 "Richard Warbrouck™ <mwarbrouck@juno.com>
Stbject RE: SB 5090
Date Sat. 18 Oct 2003 14:40:18 -D700

Jan,
I don't know if I got back to you on this és I have been out of town nn vacation.

This was a screw up in the legislature. Everybody is aware of the problem but nothing can
be done to fix it until the legislature resumes.

You might contact Dick Warbrouck, the President of the Retired Fire Fighters of
Washington, I know he'is tracking this Issue. His email address Is:
mwarbrouck@juno.com

Jerry Taylor
gtaylor@leoffi.net

---==Qriginal Message--—-- .

From: Jan Ford [mailto:JanF@co.island,wa.us]
Sent: Monday, September 22, 2003 3:34 PM
To: gtayior@leoff1.net

Subject: SB 5090

Hello: | am the secretary to the Island County LEOFF [ Disa bility Board. Very
recently we learned of the effect of SB 5090 passed by the 2003 legislature that
changed RCW41.26.110 affecting who can vote for representatives on the local
disability boards. The passage of this legislation has effectively eliminated our fire
fighter representative position on our board as we have no LEQFF | fire fighters in
Island County, and therefore, ho one to vote.

Are you familiar with the background of this legislation? Have you heard from other
counties/boards in the same position?

Thanks.,
Jan L. Ford
/87block=1&msgList=1 79&folder=[nbox&destFolder=lnbox&c0mman-:l=-*print&msgNum=l 0/20/03
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Island County Commissioners Office
P. Q. Box 5000, Coupevilie, WA 58239

Phone: {360) 679-7353
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. @ Retired Firefighters of Washington

15310 163rd Ct, SE

" Renton, WA 98058.8122
425.220.3793
row @atthi.com

Richard Warbrouck ' . Bob Burtch
Prosident . Secrolaty

May 17, 2004

The Honorable Shirley Winsley

Chair, Select Committee on Pension Policy
PO Box 40428

Olympia, WA 98504-0428

The Honorable Steve Conway ‘
Vice Chair, Select Committee on Pension Policy
PO Box 40600

Olympia, WA 98504-0600

Mr. Matthew Smith, State Actuary
Office of the State Actuary

PO Box 40814

Olympia, WA 98504-0914

Dear Senator Winsley, Representative Conway and Mr. Smith:

I forwarded a letter and addressed the Committee at the April 20, 2004 meeting
requesting that SB 6355 and HB 314, the Compauion Bill be placed on the agenda for
consideration. T also reguest that the Committee evaluate the comment made by the State
Actuary at the April 20" meeting regarding the LEOFF 1 Fund. He suggested that the
fund may develop an unfounded liability as early as 2008 or 2011. If be is correct, I
would question the wisdom of continuing the present contribution holiclay. To continue,
the contribution holiday would only create an escalating problem for a firture legislature.

During the 2004 interim | am requesting that the Office of the State Actuary give a
complete report to the Committee regarding the LEOFF 1 Fund. The members would
like, for once, to understand the value, the liability, the assumptions and| the computations
used in determining these values, '

In addition, we are requesting that the following issues be placed on the agenda for the
2004 interim meetings. Some of these issues have been mentioned in the past, however
they are very important to the members and worthy of a corplete analysis.

* Establishing a medical fund. This would reduce the Liability to the exaployers for the
payment of medical cxpenses. We would establish a 6% contribution for the
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member and for the employer. This contribution would got be associated with the
former pension contributions, so as not to violate any IRS rules. '

¢ Survivor Benefit:

A) To evaluate the need for the actuarially reduced pension for the new survivor
benefit for LEOFF 1 members.

B) Extending the new survivor benefjt option to those members who are only
receiving & partial pension. This option is not available to these members at the

present time,

This would not require a fiscal note as the benefit would be based on the current pension
and paid for by an actuarial reduction.

Your assistance in placing these issues on the agenda would certainly be appreciated.

Sincerely,

IQQ. Ll gy /m-ﬂé

Richard C. Warbrouck



LEOFF 1ISSUES

Robert Wm. Baker
Senior Research Analyst

Select Committee on Pension Policy
October 19, 2004

* 991 Active
« 8,054 Retired




Current Situation

 LEOFF 1 created March 1,1970

» Small municipalities could not afford
ever-increasing retirement benefits

» Consolidated plan guaranteeing existing
plan benefits

» Closed September 30, 1977

O\SCPP\2004110-19-04 FURLEOFF 1 Issues presentation.ppt

Retirement Benefit

» Defined Benefit
* 2% of FAS x Years of Service

* FAS = Basic salary by position or rank if
held for at least 12 months

» Eligible to retire at age 50 with 5 years
of service

O\SCPP2004110-19-04 FUuRLEOFF 1 lssues presentation.ppl




Survivor Benefit

» Active
—50% of FAS at time of death
— Amount member would receive at age 50
— Amount receiving on duty disability

— 5% additional for each child to a maximum
of 60% of FAS '

~$150,000 lump sum
* |nactive
— Same as member received

O:\SCPP2004110-19-04 Ful\LEOFF 1 Issues presentation.ppt

All necessary medical services provided
by employer

May work in any non-LEOFF job with no
reduction of benefits

Fully indexed COLA




« Contribution rates
— 6% for members
— 6% for employers
— All remaining costs covered by State
» Contributions suspended
— July 1999 for the State
— May 2000 for members and employers

ONSCPP2004110-19-04 FUIRLEOFF 1 Issues presentation.ppt

Employer, Member, and State
Contribution Rates to LEOFF 1

18%
16% -

B Employer
14% - O Member
12% - M State

10% -
8% -

6% g [ i 3 & i B
i ek BE W& ki
4% -} N o 5
N BE BE BE B |
2 A HE R DA
ov, 12 A ME HY NG NS HE
0 ©
e &
(=23 (=23
- -

™ N & < © = N ™
D O O D o o o o
D OO OO O o O O o
L N N N N

ONSCPP2004110-18-04 FulRLEOFF 1 Issues presentation. ppt




Total State, Member, and
Employer Gontributions to LEOFF 1

H State
0O Member
Employer

Millions
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Projected Assets and Liabilities
in LEOFF 1

$5,300
$5,100 1
$4,900 -
$4,700 -
$4,500
$4,300 -
$4,100 1
$3,900

Millions

— Present Value of Future Benefits

—— Market Value of Assets

$3,700 1 - Actuarial Value of Assets
$3500 —/———————r—T—T—F——FT T 71

2002
2004
2006
2020
2022 |
2024

2008
2010
2012
2014
2016
2018
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Survivor Benefits

Contributions to Medical Accounts
Disability board Membership

60% Benefit Cap

Contribution Holiday

HB 3173: Allow post-retirement spouses
to receive fractional benefits even though
there is a qualified ex-spouse receiving
benefits.

OASCPP2004110-18-04 FURLEOFF 1 Issues presentation.ppt 11




Policy Considerations

* Pension benefits should meet the needs
of employees, retirees, and employers
within available resources.

» Retirees should have more flexibility in
determining the form and timing of their
benefits.

» Expansion of eligibility to receive
fractional benefits would not conflict with
existing policy.

O:\SCPP2004110-19-04 FuNLEOFF 1 Issues presentation, ppt 12

Fiscal Impact

 Actuarially reduced benefits would have
no impact on the plan

» New beneficiaries would result in an
administrative impact on the
Department

OISCPM2004110-19-04 FUNLEOFF 1 lssuss presentation.ppt 13




Other Legisiative Interest

Benefits to many ex-spouses may cease
after the members’ death. This has the
effect of removing a significant income
source to those who may have no
alternatives.

Legislators have voiced interest in a
remedy

OASCPM2004110-18-04 FulRLEOFF 1 Issues presentation.ppt

14

HB 3174:. Allow members and
employers each to contribute up to 6% of
pay to medical accounts to help
employers pay for catastrophic illnesses
of members or beneficiaries.

OASCPP2004110-19-04 FUIRLEOFF 1 lssues presenlation.ppt
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Policy Considerations

« Medical accounts governed by IRS

code. Need to consult Tax Counsel.

« By providing catastrophic medical
coverage to beneficiaries, this bill
establishes new medical coverage
where none has previously been
available.

0ASCPP2004110-19-04 FullLEOFF 1 Issues presentation.ppt

16

« No impact on the plan
» Impact on Members and employers
— $8 million long-term impact

» New beneficiaries may result in an
administrative impact on the
Department

OASCPP2004110-18-04 FURLEOFF 1 Issues presentation.ppt
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Disability Board Proposal

HB 3114 / SB 6355: Clarify the
qualifications of active or retired LEOFF
members who are eligible to serve on the
board.

18

OASCPP2004110-19-04 FURLEOFF 1 |ssues presentation.ppl

Policy Considerations

» Boards require 2 LEOFF members -
one fire fighter and one police officer.

 The bill does not establish new policy, it
fine-tunes existing policy in light of
declining LEOFF members.

19
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« No impact on the plan

OASCPR2004110-19-04 FUINLEOFF 1 Issues presentation.ppt - 20

60% Cap Proposal

HB 2416: Increase the limit on member’s
FAS to 70%

HB 2914: Eliminate the 60% cap on
members FAS.




- Policy Considerations

* “Fund, to the extent feasible, benefit
increases for all plan members over the
working lives of those members so that
the cost of those benefits are paid by
the taxpayers who receive the benefit of
those members’ service.”

« Average member is 54 years old with 29
years of service

O:ASCPP2004110-19-04 FuDLEOFF 1 Issues presentation.ppt 22

Other Policy Considerations

 Leapfrogging
— PERS 1 and TRS 1 both have a 60% cap.
Any improvement in LEOFF 1 may illicit
request for a similar more costly benefit
increase in the other Plan 1s

OSCPPI2004110-18.04 Fu\LEOFF 1 Issues presentation.ppt 23




 Both bills would increase the present
value of projected benefits

» Both would draw down the LEOFF 1
surplus

» Plan would emerge from fully funded
status one biennium earlier than
projected

OASCPPI2004\10-18-04 FUINLEOFF 1 lssues presentation.ppt 24

Gontribution Holiday Proposal

Resume member and employer
contributions immediately rather than
waiting for the funded status to diminish.

OASCPP12004110-19-04 FUNLEOFF 1 lssues presentation,ppt 25




 “Establish predictable long-term
employer contribution rates which will
remain a relatively constant proportion
of the future state budgets.”

 Policy is difficult to apply in a fully
funded closed plan with a small and
declining number of active members

OASCPP2004110-18-04 FulRLEOFF 1 Issues presentation.ppt

26

Policy Considerations

« |deally the funded ratio of DB plans
would always be at 100%.

« It is not the goal to have surplus funding.
— Actuarial assumptions too conservative

— Members and employers paying too much
for the existing benefits

OISCPM2004110-19-04 FulNLEOFF 1 lssues presentation.ppt
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Select Committee on Pension Policy

State Patrol Rate Stability

(October 12, 2004)

Issue

Staff

Members Impacted

Current Situation

Contribution rate stability and the current cost-
sharing provision in the Washington State Patrol
Retirement System (WSPRS) are issues for the
Washington State Patrol Trooper’s Association.
They have forwarded their proposals to the SCPP
in recent correspondence and analysis.

As of the most recent forecast, member
contribution rates in the WSPRS are expected to
increase from the current 2.00% minimum to
7.97% during the 2007-2009 biennium, and to
8.93% in the 2009-2011 biennium. Historically,
the WSPRS member contribution rate was set in
statute at 7.00% of salary. When the plan was
reformed in 2001, a new funding method and
cost-sharing design were incorporated. As a
result, member contribution rates will soon
exceed the former statutory rate. While the
Trooper’s Association endorses the concept of
rate stability, they are also interested in
reformulating the current cost-sharing formula.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

As of the 2003 valuation there were 1,079 active
members of the WSPRS (1,045 in Plan 1 and 34
in Plan 2).

The Washington State Patrol Retirement System
(WSPRS) was originally established in 1947, and
in 2001 was the last of the Plan 1 design
systems to be reformed. Among the numerous
modifications to the system were changes to the
funding provisions. In the original plan,
member contributions were set at 7.00% in

§CPP Full Committee Page [ o] 4
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Select Commitioe on Pension Policy

statute with the balance of contributions
provided by the employer. The current
provisions are a modified cost-sharing design in
which members pay half the cost of the plan or
2.00% or pay, whichever is greater.

When the funding provisions were modified, the
plan was in fully-funded status and member
contributions were 2.00% of pay while employer
contributions were 0.00%.

History

From 1995 through 1999, the return on plan assets in the State’s retirement
funds performed well above the actuarially assumed rate of return. As a result,
several plans reached funded ratios significantly above 100%, in essence
holding greater assets than there were accrued liabilities. In 1999, the State’s
contributions were suspended in both the WSPRS and the Law Enforcement
Officer’s and Fire Fighter’s Plan 1 (LEOFF 1) when plan assets exceeded the
plan’s fully projected benefit liability. In 2000, employee and employer
contributions were suspended in LEOFF 1, and employee contributions were
lowered to 3% in WSPRS. The 1999 legislature also directed the Joint
Committee on Pension Policy (JCPP) to study the method for setting employer
and employee contribution rates in the WSPRS during the 2000 interim.
During the 2000 interim, JCPP studied and proposed changes to the WSPRS.
The JCPP submitted legislation that was enacted in 2001 as Chapter 329.
That legislation reformed the WSPRS by:

. Changing the COLA from a simple 2% to a compounded 3% CPI-based
adjustment for beneficiaries as well as retirees.

. Changing the employee contribution rate from a fixed 7% to the greater
of 2% or the employer rate.

. Excluding prospectively voluntary D.O.T. overtime from the definition of
salary.

For new members of the WSPRS commissioned on or after January 1, 2003,
the new plan differed from the older plan by:

. Changing from a 2 year to a 5 year Average Final Salary (AFS) for
calculating retirement benefits.

T JCPP Hull Commtte Puge 1ol 14
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. Excluding annual and holiday pay cash-outs from compensation in
determining member’s AFS.

. Changing military service credit provisions to exclude prior military
service and requiring employee contributions for interruptive service.

. Removing the post-retirement death benefit and allowing the member to
select an actuarial equivalent benefit option at retirement.

. Changing the pre-retirement death benefit for members not eligible to

retire or who have less than ten years of service to a refund of the
member’s accumulated contributions plus interest. For a member who
was eligible to retire or who had at least 10 years of service, the benefit
was changed to a reduced accrued benefit or 150 percent of the
member’s accumulated contributions at the survivor’s option.

In addition, the legislation provided that the funding of the plan be done on an
“aggregate actuarial cost” method, as done for all other Plan 2's. Prior to this
change, the system was funded on an “entry age normal” basis.

The legislation also attempted to amend the disability provisions in the WSPRS.
The existing provisions gave the Chief a principal role in determining
disability. And while injured WSPRS members are eligible for Workers
Compensation benefits through the Department of Labor and Industries (L&),
disability retirement benefits have been primarily paid from the WSP operating
budget rather than the retirement system or L&lI. The sections amending the
disability provisions were vetoed because of the possible diminishment of
benefits in particular situations.

What is also unusual about the changes made to the WSPRS in 2001, and
what makes it distinct from the other Plan 2s, is that those changes did not
include a typical Plan 2 funding structure. When the other Plan 2s were
created (PERS 2, TRS 2, SERS 2, and LEOFF 2), the original plans were closed,
and separate funds and funding methods were established. In the WSPRS
there are no separate Plan 1 and Plan 2 funds - all contributions are deposited
into the same fund. All members, whether Plan 1 or Plan 2, are part of one
actuarial experience group, contributions are calculated with no distinction
between the plan members, and all members are subject to the same
contribution rate.

SCPP Full Committee
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Contribution Rate History

At its creation in 1947, WSPRS member contributions were set at 6% of pay,
and the employer rate was approximately 4 times that (see Figure 1). In 1963,
the member rate was fixed at 7% of pay, and employer contribution rates have
varied between two and three times the member rate. So while the member
contribution rate has historically been very stable, the employer contribution
rate has fluctuated significantly. '

Figure 1
WSPRS Member and Employer Contribution Rates

Historical 1947-2003 and Forecast 2005-2009
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Source: Office of the State Actuary

The funding and contribution rate provisions in the WSPRS have, up to 2001,
been similar to those of the other Plan 1s. The plan funding was based on the
“entry age normal” method, the member rate was set at a constant percent of
salary, and the employer rate was whatever else was required to meet the
funding needs of the plan including payments to amortize any unfunded
liability. All other Plan 1s — PERS, TRS, and LEOFF - still have statutorily fixed
member contribution rates of 6% (the LEOFF 1 member contribution rate is
currently 0% as the plan is still fully funded). WSPRS is the only Plan 1 design
to change its funding method and change its existing member contribution
from a fixed percentage to a cost-sharing percent.

After experiencing a funding ratio of 159% in 1999, the WSP Plan is projected
to emerge from full funding in the 2005-2007 biennium. The relatively quick
reduction of surplus funds in the WSPRS was not just because of the poor
investment markets in 2000 and 2001 but also because the plan is open to

October 19 1004 SCPP Full Committee
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new entrants. As new members join, the plan recognizes their liabilities very
quickly (see Figure 2), which is then compared with the assets from the single
WSPRS fund, including the surplus assets. Contrast this with the surplus
funding experience in LEOFF 1: there have been no new members (liabilities)
since 1977 and the reduction of surplus funds, as a result, is slower. Member
and employer contribution rates in the WSPRS are each expected to surpass
7% in the 2007-2009 biennium.

Figure 2
Projected Assets and Liabilities in WSPRS
$2,300
$2,100 e Present Value of Future Benefits
$1,900 ——— Actuarial Value of Assets

Market Value of Assets

2002 |
2004 |
2006
2008
2010
2012 |
2014
2016
2018
2020 |

Source: (fficeof the State Actuary

Because of changes in the WSPRS funding method, member and employer
contribution rates are expected to move in unison once the total costs reach
and surpass 4% of pay. This is somewhat characteristic of a cost-sharing
funding method. The principal difference between the WSPRS and other Plan
2s is the 2% minimum member contribution in the WSPRS; minimum member
contributions are not found in the other Plan 2s. As a result of the minimum
contribution requirement, WSPRS members will, in the long-run, pay more
than half the cost of the plan.

Cost-sharing and Plan Value

Because of the varying degrees of funded status, the value of the retirement
plans — the benefits provided to members in retirement — and the long-term
level of cost-sharing are not necessarily reflected in the current contribution
rates. There are several plans that are not fully funded (see Figure 3) and their

§CPP Full Committee
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contribution rates are higher to pay for the plans’ unfunded actuarially accrued
liability. Other plans are in surplus, and depending on the funding method
may have lower contributions, or no contributions. Because of these funding
differences current contribution rates do not reflect the long-term value of the
plans.

Figure 3
Funded Ratios of Plan 1 Systems
and WSPRS 2003

PERS1 TRS1 LEOFF1 WSP
85% 93% 112% 123%

A more appropriate indicator of plan value, or benefit value under a defined
benefit plan, is the entry age normal cost of the plan. This prices the plan
based on the cost of the benefits and the long-term realization of all actuarial
assumptions. In this manner, the contribution rates reflect the demographic
characteristics of plan members and the value of the benefits in the plan rather
than the short-term gains or losses in plan assets. The normal cost of the
various retirement systems and plans are shown in Figure 4.

Figure 4
Entry-Age Normal Contribution Rate and Social Security Contribution
by System and Plan: Total Percent of Pay

Entry Age Normal Cost Social Security Tax Entry Age + Soc Sec
Plan Member Employer* Total Member Employer Total : Member Employer Total
PERS 1 6.00% 5.31% 11.31%5 6.20% 6.20% 12.40%: 12.20% 11.51% 23.71%

PERS2/3 4.46% 4.46% 8.92% : 6.20% 6.20% 12.40%: 10.66% 10.66% 21.32%

TRS 1 6.00% 7.30% 13.30%: 6.20% 6.20% 12.40%: 12.20% 13.50% 25.70%
TRS 2/3 5.43% 5.43% 10.86%: 6.20% 6.20% 12.40%5 11.63% 11.63% 23.26%
SERS 4.71% 4.71% 9.42% i 6.20% 6.20% 12.40%5 10.91% 10.91% 21.82%

LEOFF1 6.00% 22.46% 28.46%: 0.00% 0.00% 0.00%E 6.00% 22.46% 28.46%

LEOFF2 8.36% 8.36% 16.71%: 0.00% 0.00% 0.00%E 8.36% 8.36% 16.71%

WSPRS 10.69% 10.69% 21.38%? 0.00% 0.00% 0.00% 10.69% 10.69% 21.38%
*Does not include contribution rate for Plan 1 UAAL.

Taking into account both State retirement and Social Security, total
contributions to Washington’s retirement systems can easily surpass 20% of
pay in most plans. The employer commitment to Washington’s retirement
plans, again summing the normal cost plus any employer contributions to
Social Security, can surpass 10% of pay. The total employer contribution in

§CPP Full Committee
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the WSPRS is 10.69% of pay compared to 10.66% on PERS 2/3 and 11.63% in
TRS 2/3. The entry age normal cost for the WSPRS is based on the current
mix of Plan 1 and Plan 2 members. This rate will decrease as Plan 1 members
are replaced by Plan 2 members.

Age Provisions and Plan Value

All Washington’s systems and plans have similar benefit formulas (2% of
average final compensation x years of service). Such similar provisions will not
cause cost differences within the Plan 1s, or within the Plan 2s. The more
costly element that will differentiate these systems and plans is the age at
which a member is allowed to retire and receive a benefit. The younger the
retirement age, the longer a benefit is received, and the costlier the plan.
Because of the inherent danger and physical stresses of public-safety
occupations, the age and service provisions in WSPRS and the LEOFF Plans
allow for full retirement benefits at relatively young ages: at age 50 in LEOFF 1,
age 53 in LEOFF 2, and at age 55 or after 25 years of service in WSPRS. Many
WSPRS members have become eligible for full benefits before reaching age 50.
The average retirement ages in these public-safety plans are reflective of those
provisions (see Figure 5) which would make them more costly than the
remaining plans.

Figure 5
Average Retirement Age
by System and Plan: 2003

WSPRS 52.3 |
LEOFF 1 | 537 |
LEOFF 2 | 56.9 |
PERS 1 | 603 |
PERS 2 | 5.7
PERS 3 | 60.9 |
TRS 1 | 58.5 |
TRS 2 | 64.9 ]
TRS 3 | 60.4 ] |
SERS 2 | . 65.8 |
SERS 3 | 64.8 ' |
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Three-Legged Stool

The “three-legged-stool” pension model is one in which an individual’s
retirement income is derived from three sources: an employer provided
pension, personal savings, and Social Security. Social Security benefits are
available to all employee groups who elect to join and make contributions.
Those contributions are currently 6.2% of pay, up to $87,000 (indexed) in
earnings, for both the employee and employer.

Many public-safety retirement plan members, including WSPRS members, do
not pay into the Social Security system. Members of several general public
employee retirement plans also do not pay into Social Security, Alaska and
Ohio Public Employee’s Retirement System being examples. Plans covering
employees who do not pay into Social Security tend to have more generous
benefits than those where members do make Social Security contributions.
This is a tacit acknowledgment that when one leg of the three-legged stool is
absent, one of the other legs must be more substantial.

WSPRS members also do not pay into Medicare. PERS, TRS, and SERS
members and their employers each pay 1.45% of salary as contributions to
Medicare.

Even if WSPRS members do not pay into Social Security, that does not
necessarily mean they won'’t inevitably receive Social Security benefits. It is
understood that by retiring relatively young, not all members will be
permanently leaving the work force. Retired WSPRS members will likely be
working in some other public or private-sector job until fully retired; one in
which they would probably be contributing to Social Security.

Contributions and Funding in Comparative Systems

Contributions among the comparative states will be different because of the

. differences in benefit design, funding policies, cost-sharing, and the presence of
unfunded liabilities. Employer contributions among the comparison states
ranged from 0.00% in Washington to 43.54% in Missouri (see Figure 6).

§CPP Fuil Committee
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Figure 6
Comparisons of Provisions in Select State Trooper Plans
Contribution Rates Benefit Multiplier: Benefit Requirements
Employer Member __ % x Years of Service Age [ Service
California 32.65% 8.00% 3.0% (max 90%) 50/5
Colorado  12.85%  10.00% 2.5% S0/ 25, 2?8/022’56/0564 /
Florida 22.15% 0.00% 3.0% 55 / 6, Any age / 25
Idaho 10.73% 7.65% 2.3% (max 100%) 50 / Rule of 80
Iowa 17.00% 9.35% 2.75% (max 88%) 55 / 22
Minnesota 12.60% 8.40% 3.0% 55/3
Missouri 43.54% 0.00% 1.7% 48 / Rule of 80
: . () to years,
Ohio 24.50% 10.00%  5%50% per year thereafter 48 / 25
(max 79.25%)
55 / any service, 50 / 25,
0, 0, O,
Oregon 9.49% 6.00% 2.0% Any age / 30
Washington  0.00%  2.00% 2.0% (max 75%) Any age / 25,

55 / Any service

Florida and Missouri are non-contributory plans.

Iowa employer contribution did not include a payment to the plan's unfunded liability.

Missouri employer contribution rate includes a 29.21% payment for the plan's unfunded liability.
California employer contribution rate includes an 18.13% payment for the plan's unfunded liability.
Missouri members pay into Social Security.

Among these comparative systems, only WSPRS has a 50-50 (as long as the
costs exceed 4% of pay) cost-sharing design. Most rely on a statutory
contribution by the members and a residual contribution by employers to pay
the remaining cost of the plan. Two of the plans, Florida and Missouri, are
non-contributory plans, meaning the members make no contributions at all.

Benefit design has a direct bearing on the cost and funding requirements of
these plans. The California State Patrol plan recently instituted a 3% per year
benefit multiplier which will result in a larger benefit and require greater
contributions than the 1.7% multiplier used in Missouri. However, Missouri
troopers and their employer, pay into Social Security thus providing a benefit
that does not show in this accounting.

Funding methods also add to the difficulties in comparing contribution rates.
The current funding method in Washington is the aggregate actuarial cost
method in which no unfunded actuarially accrued liability (UAAL) is allowed to
accumulate outside the plan’s normal cost. All of the comparison States use

§CPP Fult Committee
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the “entry age normal” funding method and have varying levels of unfunded
liabilities. For instance, in Missouri the great majority of their current _
employer contributions are to cover the plan’s UAAL. Over half of the employer
contributions in the California Highway Patrol plan are payment for the plan’s
unfunded liability. Idaho and Colorado’s trooper plans also have unfunded
liabilities that add to their employer contribution rates. Iowa’s trooper plan
also has a significant unfunded liability that could increase their current
employer contribution rate by up to 12 percentage points if they chose to fund
it. Unfunded liabilities create generational equity issues in that the cost of
unfunded pension liabilities of current retirees are passed to future taxpayers.

LEOFF 2 Comparison

The other open public safety related retirement system in Washington State is
the Law Enforcement Officers and Fire Fighters retirement system Plan 2
(LEOFF 2). A new Public Safety Employee’s Retirement System (PSERS) will
open in 2006, but until that time LEOFF 2 will be the point of comparison.
Benefit provisions in WSPRS 2 and LEOFF 2 are similar in many ways,
particularly in terms of vesting, benefit formula, and COLAs. Where the
WSPRS differs is in the provision allowing a member with 25 years of service to
retire with an unreduced benefit. This is characteristic of the service-based
criteria found in the Plan 1 designs and still found in WSPRS 2. This is more
costly than the age and service provision in LEOFF 2. '

As with all the Plans 2, the WSPRS and LEOFF 2 are similar in that they both
use the “aggregate actuarial cost” funding method (see Figure 7). This method
reacts quickly to changes in asset returns, and does not allow the
accumulation of an unfunded liability outside the plan’s normal cost.

Figure 7
Funding Provisions in WSPRS 2 and LEOFF 2

WSPRS 2 LEOFF 2

Funding Method Aggregate Actuarial Cost

2% or half the cost of the

benefits, whichever is greater. Half the cost of member benefits

Member Contributions

Employer . 30% of the cost of members
Contributions (The State is the employer) benefits

Half the cost of members benefits 20% of the cost of members

State Contributions unless total costs are under 4%. Dbenefits

§CPP Full Committee
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Besides the minimum member contribution in WSPRS, the principal difference
in funding policy between the plans is how the employer costs are divided in
LEOFF 2. The state is the employer for WSPRS members and pays half the
cost of the retirement plan benefits, as long as the costs exceed 4% of pay.
While the State is not the employer in LEOFF 2, it still pays 20% of the cost of
the benefits, while the actual local government employer pays 30% of the cost
of the benefits. A State contribution for those who are local government
employees is not found in the other Washington systems and plans; it is likely
a design borne of the significant state contributions to the original LEOFF 1
Plan.

Proposed Cost-sharing Formula

The Trooper’s association has proposed reworking the cost-sharing formula.
The current 50-50 split with a 2.00% member minimum would be changed to
1/3 member, 2/3 employer, with the member rate capped at 7%. Historically
the plan required 7.00% of pay from the members with the State liable for the
remaining costs. This resulted in members paying, on average, about one-third
of the plan’s costs and the employer (the State) paying about two-thirds.

Fiscal Impact

Fiscal analysis of this proposed cost-sharing formula show the member
contribution rate in the 2005-2007 biennium declining by 1.5% and the
employer rate increasing by 1.5%. This would result in an additional $2.4
million in State contributions to the WSPRS during the 2005-2007 biennium.
With a long-term expected normal cost of 21.38%, the current 50-50 cost-
sharing would result in member rates and employer rates each trending to
10.69%. Under the 1/3-2/3, 7% cap proposal, the member rate would reach a
maximum of 7% while the employer rate would trend to 14.39%. The 25-year
cost to the State would be $123 million.

S(PP Full (ommittee
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Policy Analysis

The policy questions in regards to the WSPRS contribution rate stability issue
is whether the plan adheres to the cost-sharing policies outlined for the Plan
2s, whether the current volatile contribution rates are in conflict with existing
funding policy, and whether the proposed contribution formula, with the 7%
cap, is in keeping with current policy.

Cost-sharing

One of the implicit policies formulated by the Joint Committee on Pension
Policy states that “... costs should be shared equally between employees and
employers.”

When the total funding requirements of the WSPRS are 4% of salary or greater,
there is equal cost-sharing. If, as has been the case over the past several
years, the plan is fully funded and requires no contributions, then members
pay the only contributions to the plan. Since members make contributions
when none are necessary but the employer does not, the members will, in the
long-run, not share equally in the costs of the plan. The proposed 1/3-2/3
cost-sharing formula would be consistent with past practices for the WSPRS
but inconsistent with current cost-sharing policies of the Plan 2 systems. The
prospect of member contribution rates climbing over 7.00% may also raise a
Bakenhus issue for existing Plan 1 members. Existing members never paid
contributions above 7.00% of pay. The Bakenhus decision does allow for
changes in retirement plan provisions as long as the trade-offs are of equivalent
value. In the reform of the State Patrol Plan in 2001, existing members and
their beneficiaries received a benefit increase in the form of a 3% CPI-based
COLA for retirees and survivors; retirees formerly had a 2% simple COLA, and
only in 2000 were survivors eligible to receive a 2% simple COLA. Existing
members also received more flexibility in providing survivor benefits for their
beneficiaries. Though not a permanent benefit, members also received a short
term decline in their contribution rate.

Rate Volatility
Within the Finding Chapter (RCW 41.45) is the policy goal to “establish

predictable long-term employer contribution rates which will remain a relatively
constant proportion of the future state budgets.”

§CPP Full Committee
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The projected increases in employer and member contribution rates have
brought this policy to the forefront in current retirement discussions. The
volatility of the contribution rates, both during the recent past and over the
next several biennia, is in conflict with this existing funding policy. Legislation
has been enacted in the past two sessions to address this volatility, and is
expected to smooth out any such future fluctuations (Chapter 11 laws of 2003
extended session, and chapter 93 laws of 2004.)

Rate predictability and stability is an issue impacting all systems and plans,
including the WSPRS. In response to this volatility the funding report of the
State Actuary, heard by the SCPP in July of this year, included a
recommendation to establish minimum Plan 2/3 contribution rates based on a
combination of entry age and aggregate methods. The report also
recommended that the rate charged employers to fund the Plan 1 unfunded
liability not be allowed to decrease until the plans were at a funded ratio of
125%. These recommendations seek to add a greater degree of predictability
and stability to the funding of the retirement plans in keeping with existing
policies. :

In addition, the SCPP Pension Funding Council Subgroup proposed a phase-in
of the projected rates increases over the next 3 biennia. While this would incur
additional costs to the plans, it would observe the policy of predictability.

Policy Conclusion

Two particular elements within the WSPRS design have policy implications.
The presence of a minimum contribution rate for members results in an
imbalanced cost-sharing relationship. Without an equivalent minimum
contribution rate for the employer, members will not share equally with the
State in the cost of the plan. The proposed 1/2-2/3 contribution formula with
a 7% member cap may be in keeping with historical Plan 1 policy, but would be
establishing new policy within the Plan 2 systems. The other policy element
relates to the stability of the contribution rates; by using the aggregate method
to fund the plans, benefits are fully paid over the working lives of the members
and no unfunded liability is allowed to accrue outside the plan’s normal cost.
This does result in rate volatility which may be in conflict with existing funding
policy. However, recent legislation has set in place new smoothing methods
and asset corridor measures to address this volatility. Furthermore, additional
funding recommendations are before the SCPP this interim which also apply to
the WSPRS.

SCPP Full Committee
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Stakeholder Input

Robert Thurston, President
Washington State Troopers Association
See attached correspondence

Ocaber 19, 1004 ~ SCPP Full Committee
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WASHINGTON STATE PATROL TROOPERS ASSOCIATION

200 UNION AVE. SE STE. 200 , OLYMPIA, WASHINGTON 98501 (360) 704-7530 FAX (360) 704-7527

September 9, 2004
RECEIVED @@‘P e
SEP 1 3 2004
Senator Karen Fraser Office of
P.O. Box 40422 The State Actuary

Olympia, WA 98504-0422
Re: WSPRS Contribution Rate Stability
Dear Senator Fraser:

Thank you for taking the time to meet with Rick Jensen and Paul Neal to contribution
rate stabilization. We share your concerns, and appreciate your leadership, in this area.
All of the systems have seen wide swings in rates in the last six years, but those
fluctuations have been most dramatic in the Washington State Patrol Retirement System
(WSPRS).

The current contribution rate stabilization recommendation put forward by the State
Actuary would require an amendment to the statutes governing contribution rates for the
WSPRS. We ask that those amendments incorporate our proposal.

We are proposing a WSPRS contribution formula that is consistent with the statutory
history and past practice of the Legislature and the Pension Funding Council:

e 7% cap on member coniributions;
e 1/3-2/3 member to employer contribution ratio effective July 1, 2005.

I am enclosing a copy of our briefing paper on the issue. I would appreciate it if you
could give the Trooper’s association fifteen to twenty minutes on the October SCPP
agenda to present this issue to the full committee.

We are also concerned about retiree health insurance. There are a number of optional
plans authorized by the federal tax code. There also appears to be a lot of confusion
about what those plans are and how they work. Please consider making the study and
discussion of this issue a top priority for the SCPP’s work during the 2005 interim.

oaige27



Thank you for your consideration.

Sinﬁg

Robert Thurston, President
Washington State Trooper’s Association

-~

cc: Matt Smith
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Contribution Rate Stability

For Trooper Retirement
' September 3, 2004

The Trooper’s association shares the SCPP’s concern for contribution rate stability. We support
the idea of working towards a minimum contribution rate that will guard against the wild swings
we are currently experiencing. Under the Actuary’s current recommendation, those minimum
contribution rates would be equal for employers and employees. The unique history of Trooper
retirement requires a modified application.

How We Got Here

Up until 2001, the Troopers paid a statutorily fixed 7% contributiori rate. Historically, Troopers
have paid one-third of the system cost and the State has paid two-thirds'.

In 1999 the State’s contribution to WSPRS dropped to 0.00%, where it has stayed ever since. In
2001 the Legislature changed the funding formula" greatly reducing the State’s obligation.
Instead of picking up two-thirds of the cost, the State changed its maximum obligation to one-
half. Troopers were required to pick up the slack.

Since 1999 the State has paid nothing while the Troopers have continued to pay. Beginning in
2005, the system cost will exceed 4% of salary”. At that point the Troopers and the State will

each be sharing half of the total cost. Beginning in 2007, Trooper contributions will exceed 7%.

Where We Are

Washington State Troopers appear to get better retirement benefits than other State employees.
In reality, the State’s current funding commitment to Trooper’s retirement is much less. The State
makes Social Security Contributions for all its employees - except Troopers.

Current employer retirement contribution policy:




Prior to 1999, the level of State retirement contributions for Troopers was equivalent to
contributions for other State employees. The State didn’t contribute to Social Security for
Troopers, but it spent more on WSPRS than on PERS. That made sense. In 2001, that one-
third/two-thirds contribution ratio was replaced with a ratio of fifty/fifty. By 2007 Trooper
contribution rates will exceed the contractually fixed 7% level.

Contribution Rate Stability for Troopers

The Actuary’s proposal calls for phasing in a contribution rate floor of 90% of the entry age
normal cost. Employees would pay half that cost. For Troopers, that means a minimum of
9.45% - 36% over the statutorily fixed amount. Contribution rate stability needs to be consistent
with the contractual history of Trooper retirement funding. The Trooper’s propose:

e Trooper contribution rates capped at 7% - one-third of the current 21% normal cost.
o Contribution ratio of 1/3 - 2/3.
o Adopt same floor as other plans but with 1/3 — 2/3 cost division. This reinstates
the old formula and recognizes the lack of employer social security contributions.
o Apply new formula beginning with 05-07. This apportions the predicted rate
increases using the1/3-2/3 formula. In addition to reinstating the old formula, this
is a partial recognition of the fact that Trooper’s have made contributions for the
last six years while the State has paid nothing.

Notes
i 15.1 % Average annual employer contribution to WSPRS since 1963 (7% employee contribution). 13.74%
Average annual employer contributions for other state employees.
ii. RCW 41.45.0631 (Ch. 329, Laws of 2001) enacted the following formula:
] Troopers pay 2% of salary or one-half of retirement cost, whichever is greater;
] State pays:
o) Less than Troopers if total cost of system is less than 4%; or
o) One-half of retirement cost if total cost exceeds 4%.
iii. - Projected WSPRS contribution rates from the OSA website:
2003-05 2005-07 2007-09 2009-11
Troopers 2.00% 4.22% 7.97% 8.93%
Employer 0.00% 4.22% 7.97% 8.93%

iv. RCW 41.45.0631; the state makes a Medicare contribution of 1.45% for Troopers employed after July 1,
1986.

v. RCW 41.45.061
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September 24, 2004

Chief Lowell M. Porter
Washington State Patrol

General Administration Building
P.O. Box 42600

Olympia, Washington 98504-2600

Chief Porter;

The Select Committee on Pension Policy (SCPP) will be holding its next hearing on
October 19, 2004, from 10:00 am to 1:00 pm in Senate Hearing Room 4. Among the
issues being presented will be Washington State Patrol Retirement System (WSPRS)
Contribution Rates.

Based on the results of the 2003 actuarial valuation, the Office of the State Actuary
and the SCPP forwarded contribution rate recommendations to the Pension Funding
Council for the 2005-2007 biennium. The recommended employer and member -
contribution rates for the WSPRS were 4.51% of pay.

WSPRS member contribution rates are forecast to exceed 7% in the 2007-2009
biennium. The Troopers Association has asked the SCPP to address this issue.

You are welcome to attend the hearing. Any information you may want to share in
this regard would be appreciated.

Sincerely,

Robert Wm.'Baker
Senior Research Analyst -

cc: Senator Karen Fraser, Chair SCPP
Robert Thurston, Washington State Troopers Association

Enclosure

O:ASCPP\2004\10-19-04 Ful\WSP letter.wpd

P.0. Box 40914
Olympia, WA 98504-0914
actuary_st@leg.wa.gov




State Patrol Rate Stahility

Robert Wm. Baker
Senior Research Analyst

Select Committee on Pension Policy
October 19, 2004

Member rate formerly set in statute
Now a 50-50 cost-sharing design

— 2% member minimum

Member rates projected to surpass 7%

Reformulate cost-sharing design

— s member, % employer, with a 7% cap
on member contributions

OASCPP2004110-19-04 FUlWSP Rate Stability prasentation.ppt




1,079 Active
— 1,045 in WSPRS 1
—34 in WSPRS 2

« With no former 7% cap issue

O:\SCPP2004110-19-04 FUINWSP Rate Stability presentation.ppt

Current Situation

» WSPRS established in 1947

« Last of the Plan 1 systems to be
reformed — 2001

« Employer contributions suspended in
1999

 Member contributions lowered to 3% in
2000 and 2% in 2001.

OASCPM2004\10-19-04 FullWSP Rate Stebility presentation.ppt




Chapter 329 Laws of 2001

* 2% simple COLA changed to 3%
compounding COLA

» Member contribution rate changed from
7% fixed to half the cost of the plan or
2% whichever is greater

» Exclude voluntary DOT overtime from
the definition of salary

OASCPP2004110-19-04 FUWSP Rate Stability presentation.ppt

» 5 year AFS

« Exclude annual and holiday cash-outs
from AFS

» No prior military service credit

— Requiring contributions for interruptive
military service credit

03SCPPI2004110-19.04 FUINWSP Rate Stability presentation.ppt




» New joint and survivor benefit options

» Death benefit changed to Plan 2 design
— Refund of contributions + interest
— Earned benefit or 150% refund

OISCPP12004110-19-04 FUWSP Rate Stebility presentation.ppt

» Aggregate actuarial cost method

* No WSPRS 2 fund
— All contributions to the same fund

— All members part of the same experience
group
— All members pay same contribution rate

QOASCPPI2004110-19-04 FullWSP Rate Stebility presentation.ppt




WSP Member & Employer Contribution Rates

Historical 1947-2003 & Forecast 2005 - 2009
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Projected Assets and Liabilities in WSPRS
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Funded Ratios of Plan 1
Systems and WSPRS: 2003

PERS1 TRS1 LEOFF1 WSPRS
85% 93% 112% 123%

OASCPPI2004110-19-04 FURWSP Rate Stability presentation.ppt 10

Entry Age Normal Gost hy System
and Plan

Member Employer Total
PERS 1 6.00% 5.31% 11.31%
PERS 2/3 4.46% 4.46% 8.92%
SERS 2/3 4.71% 4.71% 9.42%
TRS 1 6.00% 7.30% 13.30%
TRS 2/3 5.43% 5.43% 10.86%
LEOFF 1 6.00% 22.46% 28.46%
LEOFF 2 8.36% 8.35% 16.71%

WSPRS 10.69% 10.69% 21.38%

OASCPPM2004110-19-04 FullWSP Rate Stebilty presentation.ppt 1




EANC + Soc Sec by System and

Plan
Member Employer Total
PERS 1 12.20% 11.51% 23.71%
PERS 2/3 10.66% 10.66% 21.32%
SERS 2/3 10.91% 10.91% 21.82%
TRS 1 12.20% 13.50% 25.70%
TRS 2/3 11.63% 11.63% 23.26%
LEOFF 1 6.00% 22.46% 28.46%
LEOFF 2 8.36% 8.35% 16.71%
WSPRS 10.69% 10.69% 21.38%
CHSCPP00410.16.04 FUBNSP Rt Sty sesamaion st 12
Average Retirement Age by System
and Plan: 2003
WSPRS |7 507 525
LEOFF 1 _-
LEOFF 2 1
PERS 1 -:
PERS 2 ]
PERS 3 T
TRS 1 _.
TRS 2
TRS 3 -'.
SERS 2 T
SERS3 |

40 45
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50

.ppt

55 60

65

70

13




Contribution Rates in Select
- State Trooper Plans

Employer Member

Member % of Total
Contributions

California 32.65% 8.00% 19.7%
Colorado 12.85%  10.00% 43.8%
Florida 22.15% 0.00% 0.0%

Idaho 10.73% 7.65% 41.6%
lowa 17.00% 9.35% 35.5%
Minnesota 12.60% 8.40% 40.0%
Missouri 43.54% 0.00% 0.0%

Ohio 24.50% 10.00% 29.0%
Oregon 9.49% 6.00% 38.7%
Washington 0.00% 2.00% 100.0%

O\SCPP12004110-19-04 FUMWSP Rate Stability presentation.ppt 14

Funding Provisions in WSPRS 2
and LEOFF 2

WSPRS 2 LEOFF 2

Funding Method Aggregate Actuarial Cost

2% or half the cost of
Member . : Haif the cost of the

T the benefits, whichever .

Contributions is greater member benefits
Employer (The State is the 30% of the cost of
Contributions employer) member’s benefits

Half the cost of

N member benefits 20% of the cost of

State Contributions unless total costs are member’s benefits

under 4%

O:ASCPP2004\10-19-04 Full\WSP Rate Stability presentation.ppt 1 5




Proposed Gost-sharing Formula

» 3 of cost paid by Members
 2/3 of cost paid by Employer
* 7% cap on Member contributions

OASCPP2004110-19-04 FulkWSP Rate Stability presentation.ppt 16

Fiscal iImpact
» 2005-2007

— Employer contribution rate increases from
4.51% 10 6.01%

— $2.4 million increase in State costs
» 25-year

—7.0% Member contribution rate

— 14.38% Employer contribution rate

— $123 million increase in State costs

O\SCPM2004110-19-04 FUINWSP Rate Stabilily presentation. ppt 17




Policy

» Cost-sharing
 Contribution rate stability

O\SCPPI2004110-13-04 FuWSP Rate Stabilty presentation.ppt 18

* Plan 2 design

—“... costs should be shared equally
between employees and employers.”

* 2% minimum member contribution

— Members make contributions when none
are necessary

* Long-term costs not shared equally

OASCPPA2004110-19-04 FUWSP Rets Stability presentalion.ppt 19




Cost-sharing

» Proposal is consistent with past policy
» Not consistent with current Plan 2 policy

» Possible Bakenhus issue
— Most members never paid above 7%
— Bakenhus allows for benefit trade-offs

0ASCPP12004110-19-04 FullWSP Rate Stabilty presentation.ppt
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Contribution Rate Stahility

 “... establish predictable long-term
employer contribution rates which will
remain a relatively constant proportion
of the future state budgets.”

» Volatile contribution rates in conflict with
existing policy

OASCPPL200410-19-04 FullWSP Rle Stability presentation.ppt
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Contribution Rate Stahility

» Chapter 11 Laws of 2003
» Chapter 93 Laws of 2004

« Funding Report of the State Actuary
— Minimum contribution rate methodology
— Contributions to UAAL

* Pension Funding Council Subgroup

OASCPP2004110-19-04 FUINWSP Rate Stabllity presentation.ppt
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» Cost-sharing Issue
— Continue Plan 2 policy of 50-50 sharing
— Return to Plan 1 design
» Bakenhus question
» Rate Stability Issue
— Recent legislative efforts
— Current recommendations
— Include WSPRS

ONSCPPI2004110-19-04 FulWWSP Rate Stabllity presentation.ppt
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loct Cominittee on Pension Policy

Post-Retirement Employment

(October 6, 2004)

Issue

Staff

Members Impacted

This report is intended to supplement the in-
depth report on this issue made to the Select
Committee on Pension Policy in December 2003.
This report will recap the issue in a simplified
way, then discuss some of the more sensitive
aspects of post-retirement employment. Post-
retirement employment is a controversial
subject, not only within the state of Washington
but throughout the entire country. This paper
will explore some of the difficult policy questions
that arise in connection with this issue, as well
as some of the legal constraints and
technicalities that are applicable. It will also
touch on some of the trends that are pressuring
policy makers to continue to address the issue of
post-retirement employment.

Laura Harper, Sr. Research Analyst/Legal
360-586-7616

Recent legislative activity has focused on Plan 1
of the Teachers’ Retirement System (TRS 1) and
Plan 1 of the Public Employees’ Retirement
System (PERS 1). As of the most recent
actuarial valuation (2002), there were 12,456
active members and 33,148 retirees in TRS 1.
There were 21,737 active members and 54,006
retirees in PERS 1.

oLl u’*f,! P:,
SCPP Foli (ammittee il
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Current Situation

Generally, all retired members of PERS and TRS have a waiting period before
they may return to employment. In most instances, the waiting period is thirty
(30) days. If retirees return to work prior to completion of the waiting period,
their benefits are effectively suspended due to mandatory reductions in the
benefit amounts (5.5% for every eight hours worked during that month to a
maximum of 160 hours in PERS, and 5.5% for every seven hours worked
during the month to a maximum of 140 hours in TRS).

The PERS and TRS systems allow retirees to return to employment, but there
are limits on the number of hours that may be worked without suspension of
retirement benefits. The hour limits start over with each new calendar year
and vary among the plans. Generally, for the Plans 2/3 the hour limit is 867
hours. For the Plans 1, retirees may work up to a limit of 1,500 hours without
suspension of their pension benefits, however they are subject to limits on their
contractual rights to return to work of 5 months in PERS 1 and 525 hours in
TRS 1.

PERS 1 retirees are subject to more specific rules affecting waiting periods and
hour limits. Those seeking to return to work for 1,500 hours are subject to a
90-day waiting period. Also, these employees are subject to a 1900-hour
cumulative or “lifetime” limit on the number of hours that may be worked
beyond 867 hours annually. Once the 1,900 hour limit is reached, PERS 1
retirees may work up to 867 hours in subsequent calendar years before their
benefits are suspended. PERS 1 retirees are also subject to an amended
definition of “separation from service” so that any written or verbal agreement
to return to work with the same employer nullifies the separation and creates a
potential violation of the statute entitled “Penalties for False Statements,” RCW
41.40.55. Further, employers are subject to certain record-keeping
requirements when they hire these retirees to work for 1,500 hours, including
documentation of the need to hire the retirees and records of the actual hiring
process.

Simplified History

The door to post-retirement employment was first opened in the mid-1960's.
Since then, there have been numerous changes to the pertinent plan
provisions, most of which involved the length of the waiting period and the

SCPP Full (ommitiee
SASCPPAIDOANI0-19-04 Full\Post-Ret. Empayment wpd
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limits on the numbers of hours that may be worked before retirement benefits
are suspended. A complete history is found in the December 2003 Post-
Retirement Employment Report to the SCPP that is included with this report.

In 2001 Washington State pension law was changed to expand post-retirement
employment opportunities for members of TRS 1 and PERS 1. The hour limits
for these plans were increased to 1,500. The earlier limits had been 5 months
for PERS 1; in TRS 1 the limits had been 525 hours for substitute teachers,
630 for substitute administrators and 840 for substitute teachers or principals
in school districts with documented labor shortages. The new limits under the
2001 law translated to nine months in PERS 1 and a complete school year for
TRS 1.

The 2001 law called for the Office of the State Actuary to study the fiscal and
policy impacts of the act. If the State Actuary determined that the expansion of
post-retirement employment options resulted in increased costs for the state
retirement funds, the Actuary would propose a process to charge the employers
for the costs incurred. The Select Committee on Pension Policy heard its first
report in 2003. At its meeting on December 16, 2003, the SCPP decided to
defer action until further data and study was available, as there was an
insufficient amount of experience data to determine the cost.

Further legislative changes involving post-retirement employment occurred in
2003, and these changes only affected members of PERS 1. The changes were
applicable to those PERS 1 retirees seeking to work up to the new limit of 1,500
hours, and they are described above under “Current Situation.” Similar
changes had been proposed in 2003 for TRS 1 but were vetoed. During the
2004 legislative session HB 2640 was introduced to reinstate most of the TRS 1
restrictions that had been vetoed by the Governor in 2003. This bill died in
House Appropriations.

Fiscal Impact of 2001 Legislation: Indeterminable at This Time

One of the keys to determining cost is experience data. Typically actuaries
study retirement plan experience every 5 to 6 years and adjust long-term
retirement assumptions based on actual retirement experience.

Generally, post-retirement employment provisions generate a cost to the
retirement system when they cause a significant increase in the number of
retirements over what is assumed under normal long-term plan experience.
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The 2001 legislation that expanded post-retirement employment opportunities
for members of PERS 1 and TRS 1 included a study mandate directing the
State Actuary to determine whether new provisions have resulted in increased
costs for the state retirement funds, and if so, to propose a process to charge
those employers who employ retirees pursuant to the new provisions.

As indicated in the Post-Retirement Employment Report dated November 24,
2003, there was an insufficient amount of experience data to reach a reliable
conclusion on the question of cost at that point in time. At its December 16,
2003 meeting, the Select Committee decided to defer action until further data
and study is available. As of the date of this report, the Office of the State
Actuary has collected a total of nine quarters (2.25 years) of data. A minimum
of five years of experience data is needed.

Current Data

While additional data has been gathered since the December 16, 2003 meeting,
this data appears to be largely consistent with what had been gathered before.
Again, the preliminary nature of the data should be emphasized. Nine quarters
of data is not sufficient to reliably establish whether new employment trends or
retirement patterns have been created as the result of the 2001 and 2003
legislation. For examples of the types of data that are being collected, see
pages 13-17 of the December 2003 Report.

Policy Analysis

The following discussions were not highlighted in the December 2003 report.
They include a review of policy and plan design issues, legal issues and trends.

Post-retirement employment is one of the most controversial issues that public
pension policy-makers face. The controversy arises when the retired employee
is allowed to draw a retirement benefit while earning a salary, and in some
instances, while accruing another benefit. There are at least two philosophies
of post-retirement employment:

1) “They earned it and the benefit is paid for, so why not?”

2) “If it’s not restricted, it leads to double dipping and abuse.”

§CPP Full Commitioe
GASCPPAIO04\10-19-04 Full\Post-Ret. Enpoyment wpd

Page 4 of 10



Select Commitiee on Pension Policy

Proponents of the first view tend to be those who favor a service-based
retirement plan. Service-based retirement is not tied to age but to the number
of years served. The philosophy is that once a public employee has reached a
certain number of years of service, that employee should be able to retire
regardless of how old the employee is. These plans may be funded based on
the assumption that members will retire when they first become eligible, which
may result in higher contribution rates. Average retirement ages for these
kinds of plans will be slightly younger than for aged-based plans. Having
retirees return to work without suspension of the pension benefit may not be
considered objectionable because there is confidence that the retiree’s pension
has already been paid for.

Proponents of the second view tend to favor age-based plans. They prefer to
avoid situations that involve the re-employment of public employees who have
already retired, and often seek to retain workers in the system until they reach
what is deemed to be an appropriate normal retirement age. Age-based plans
tend to provide mechanisms for members to continue to accrue benefits for
working more years and later in life. Such plans may even discourage or
penalize those who seek to retire early. Proponents of the second view may
seek to forbid post-retirement employment altogether unless the retirement
benefit is suspended. Under the second view, if post-retirement employment is
allowed, it may be restricted to part-time by imposing hour limits or earnings
tests that trigger suspension of the retirement benefit.

A. Plan Design in PERS and TRS

There are significant differences in plan design between the TRS and
PERS Plans 1 and the Plans 2/3. Generally speaking, the retirement
provisions for the Plans 1 are more service-based, while the retirement
provisions for the Plans 2/3 are more age-based.

Plan 1 retirees have a benefit formula that restricts benefit accruals after
30 years. Eligible Plan 1 retirees receive 2% of average final
compensation (AFC) for each year of service credit to a maximum of 60%
of AFC. There is less incentive for Plan 1 members to continue to work
once they have reached thirty years of service. Furthermore, there are
no early retirement provisions in TRS and PERS Plans 1, nor are there
any reductions for retiring at earlier ages. Members are eligible for
normal retirement at age 60 with five years of service, age 55 with 25
years of service, or at any age with 30 years of service. The plan design
does not focus on or encourage working until age 65 and beyond.
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Because retirement in the Plans 1 is more service-based, members tend
to retire at earlier ages. Those who retire at earlier ages are more likely
to seek opportunities to return to work. If they have already retired, they
will prefer plan provisions that allow working after retirement, such as
the post-retirement employment provisions that have been implemented
for the Plans 1.

In contrast to the Plans 1, the Plans 2 have no cap on AFC. Members
receive 2% of AFC for each year of service for as long as they continue to
work. Thus a member who continues to work after qualifying for normal
retirement will continue to accrue a significant increase in the monthly
retirement benefit for working past age 65. In the Plans 2, members are
eligible for normal retirement at age 65 with five years of service. The
Plans 2 have provisions for early retirement, but the benefits are
significantly reduced when members retire early. In summary, Plan 2
members are rewarded for working past age 65 by accruing additional
benefits, while their benefits will be significantly reduced for retiring
early. Plan provisions are aimed more at retaining older workers so they
will retire later. '

Similarly, in the defined benefit component of the Plans 3 there is no cap
on the average final compensation. Eligible retirees receive 1% of AFC for
each year of service, regardless of how long they work. Normal
retirement is at age 65 with 10 years of service, and benefits are
significantly reduced for retiring early. The vesting period is 5 years for
those who complete 12 service credit months after attaining age 54.

With respect to the defined contribution component, there is immediate
vesting. Generally, under the Plans 3, members will accrue greater
benefits by working until age 65 or longer.

Legal/Technical Issues Arising in Connection with Post-Retirement
Employment

Policy makers who adopt post-retirement employment provisions for their
plans that allow re-employed retirees to draw their retirement allowances
while earning a salary and/or accruing additional benefits are faced with
certain legal issues that arise in connection with the practice. They may
also be challenged with public relations issues if there is any perception
of potential or actual abuse.

Jrtober 19 3004
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Prohibition Against In-Service Distributions

A tax issue may arise in the context of retirees who return to work,
especially those who return to the same position or to the same
employer. Federal tax law prohibits qualified plans from
distributing retirement income to members who are still “in
service.” This rule is known as “prohibition against in-service
distributions,” and is the genesis of the requirement that each
employee have a bona fide termination of employment and actually
retire prior to receiving a pension. Theoretically, a retirement plan
can lose its qualified status under Section 401(a) of the Internal
Revenue Code for violating this rule, resulting in significant tax
liabilities for employers and employees.

The resolution of whether there is a true separation from service is
to be based upon all the facts and circumstances in each
individual case. There is no IRS guidance on what constitutes a
sufficient “waiting period” between retirement and post-retirement
employment. This is because the waiting period is only one of
many facts relevant to the issue of whether the recipient of the
retirement allowance has actually retired.

An employer and employee may violate the federal rule even when
a statutory waiting period has been observed. For example, the
employee may leave employment pursuant to a preexisting
agreement that the employer will hire the employee back shortly
after expiration of the waiting period. In such an instance, the rule
would be violated. While a statutory waiting period can eliminate
some compliance problems, it is not determinative of whether there
has been a bona fide termination of employment.

DRS data for the last nine quarters shows that for both PERS 1
and TRS 1, roughly 70% of retirees are returning to work with the
same employer. Thus, there is an increased possibility of violating
this federal rule within the Plans 1. In Washington, only PERS 1
members are subject to a potential penalty for having a written or
oral agreement that would negate a bona fide separation from
service. Such an agreement could theoretically be prosecuted as a
gross misdemeanor. As of the writing of this report, there does not
appear to be any record of a successful prosecution under this
provision.
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Another approach to enforcement would be to adopt a model
similar to that used by the California Public Employees’ Retirement
System (CalPERS). The CalPERS statute authorizes the
retirement board to establish the criteria under which a bona fide
separation from service is satisfied. If there is a failure to satisfy
the criteria, the retired member is required to reimburse the
retirement system for any retirement allowance received during the
period of violation; pay the contributions that would have been
required for the period, plus interest; and contribute toward
reimbursement of the retirement system for administrative
expenses incurred in responding to the violation, to the extent the
member is determined to be at fault. Violations are handled as
administrative, not criminal matters. '

Inconsistencies in Statutory Framework

A technicality that creates inconsistencies in post-retirement
employment practices has to do with membership eligibility.
Generally, a retiree who becomes re-employed in an “eligible
position” becomes subject to the post-retirement employment
restrictions of that retirement system. Membership eligibility is a
threshold determination, and in most cases, determining eligibility
in the various retirement systems is a straightforward matter.
When a person is working in a position that is membership-
eligible, the person is reported by the employer to the Department
of Retirement Systems. Pension benefits will be suspended when a
retiree who is re-employed in an eligible position reaches the
applicable hour limits.

Ineligible positions may include not only part time positions,
but also certain full time public positions that are covered
under another retirement system. Retirees may work as
many hours as they want in this latter category without
affecting their retirement allowances. For example, the
higher education institutions are authorized by RCW
28B.10.400 to make separate retirement income plans
available to their professional and academic employees
instead of PERS or TRS. These institutions determine who is
eligible to participate in their higher education retirement
plans. An example is found in WAC 415-108-710, which
provides that a PERS retiree may work after retirement and

Ortoper 19 1004
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continue to receive a retirement allowance if the member
becomes an active member of a higher education retirement
plan and is employed no sooner than one calendar month
after the member’s retirement benefit accrues.

This distinction may be seen by some as a legal “loophole.”
The practice was recently highlighted in the media as
illustrated in the attached transcript entitled “Tripple
dipping at UW,” May 24, 2004, which may be found at
www.king5.com (scroll down to Local News then King 5
Investigators). The story incorrectly attributed the retire-
rehire activity at UW to “a 2001 state law.”

The return-to-work legislation that was passed in 2001 did
not create the ability for the employees identified in this
media account to return to work without suspension of their
retirement benefits. Instead, that ability is the result of the
long-standing provisions in state law allowing higher
education institutions to sponsor their own retirement plans
and to promulgate their own rules determining who is
eligible to participate in the plans. Itis the statutory
flexibility given to higher education plans that enables these
re-employed retirees to begin accruing benefits in the higher
education retirement plan while still receiving their pensions.

The operation of the estoppel statute further highlights this
inconsistency with respect to post-retirement employment.
Estoppel is an archaic term that simply means “stopped,”
“blocked” or “not allowed.” It is derived from a doctrine of
law that prevents a party from taking a certain action
because it is not fair or just. Washington’s retirement law
includes a general estoppel rule related to post-retirement
employment that was passed in 1976.

RCW 41.04.270 prohibits any member or former member
from becoming a member or establishing any contractual
rights in another public retirement system listed in RCW
41.50.030 (DRS-administered plans) or first class city
systems if:

SCPP Full Committee
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. the person is retired or eligible to retire (under normal,
early and alternate early retirement provisions) from a
public retirement system; or

. the person receives a disability allowance from a pubic
retirement system.

The estoppel rule also provides that persons receiving a
benefit or who are eligible to receive a benefit are not subject
to the provisions of the statute if the person accumulated
less than 15 years of service.

The higher education plan is not covered by this estoppel
rule. The estoppel rule is found in the “General Provisions”
of Chapter 41.04, RCW, and is not applicable to the higher
education plan, which is found in Chapter 28B.10, RCW. By
its terms, the estoppel rule is only applicable to DRS-
administered plans and the city employee retirement
systems of Seattle, Tacoma and Spokane. This means, for
example, that a PERS 1 retiree who is rehired and becomes
an active member of a higher education plan is not
prohibited by the estoppel rule from earning additional
benefits while drawing a PERS 1 retirement allowance.

3. Contractual Rights

A third area of legal concern to policy makers adopting post-
retirement employment provisions into their retirement plans
is the issue of vested or contractual rights. Expanding the
opportunity to engage in post-retirement employment may be
seen as an expanded benefit. As a general matter, once a
new retirement benefit has been granted, it cannot be
withdrawn without violating the principle set forth in
Bakenhus v. City of Seattle, the Washington Supreme Court
case that established pension provisions as an integral
portion of the contemplated compensation set forth in the
contract of employment.

The 2001 legislation that expanded the number of hours
PERS and TRS Plan 1 retirees could work before having their
benefits suspended included language to limit the affected
employees’ ability to rely on the expansion as part of their
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employment contract. The legislation included a “no
contractual right” clause. This clause stated that the
legislature reserved the right to amend or repeal the
provision. The clause further provided that no member or
beneficiary of PERS 1 has a contractual right to be employed
more than five months in a calendar year without a
reduction of his or her pension, and no TRS 1 member or
beneficiary has a contractual right to be employed more than
525 hours per year without a reduction of his or her
pension. The ability of the legislature to restrict employee
reliance upon legislation expanding pension benefits by
utilizing a “no contractual right” clause has not yet been
tested in the Washington courts.

There are at least two approaches that may be used when
lawmakers wish to provide a benefit that may be
subsequently taken away. One is to use the “no contractual
right” clause. The advantage is that employees are notified
up front that they cannot rely on the newly created benefit.
The disadvantages of this approach include legal uncertainty
and a risk of litigation. In addition, by creating benefits with
an uncertain legal status, there is the possibility of violating
the federal tax rule requiring that benefits be “definitely
determinable,” another plan qualification requirement of
federal tax law.

An alternative approach is to create temporary pension
rights, specifying a window of time within which the rights
would be available and then expire. This approach has the
advantage of being more certain, but a disadvantage is the
need for the legislation to be amended or renewed over time.
This approach also creates questions of equity, in that not all
members have the opportunity to take advantage of the
expanded benefit. Some members will fall within the window
and some will not.

A recent U.S. Supreme Court case that was decided in June
of this year is worthy of being mentioned, as it reiterates the
point that currently accrued benefits must not be affected
when post-retirement employment opportunities are
expanded and then reduced. The case involved a private
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plan rather than a public pension plan, and was decided
under the “anti-cutback rule” of ERISA (Employee
Retirement Income Security Act). ERISA is not applicable to
governmental plans. The case is relevant, however, because
ERISA cases may be used as persuasive authority in public
pension cases when there is no public pension plan law that
is directly on point. The anti-cutback rule is the private
sector equivalent of Washington’s Bakenhus rule.

The case of Central Laborers’ Pension Fund v. Heinz, et al.
involved a plan amendment that expanded the kinds of
disqualifying employment that would trigger a suspension of
benefit payments. In this case, the contested plan
amendment was made subsequent to the early retirement of
two participants. The court found that the retirees had
justifiably relied on the terms of the plan at the time they
retired, and that the subsequent plan amendment had
effectively reduced their benefits. The Supreme Court cited
as support Treasury regulations under Internal Revenue
Code Section 411(d)(6) that flatly prohibit plans from
attaching new limiting conditions to benefits that an
employee has already earned.

C. Comparison with Other Retirement Systems

Many states have adopted a waiting period for post-retirement
employment in order to minimize the possibility of making in-
service distributions in violation of plan qualification guidelines.
Ohio has a two-month waiting period, Colorado and Florida have a
one-month waiting period, and Minnesota’s waiting period is 14
days. Not all retirement systems adopt a specific waiting period.
For example, California PERS’ statute simply requires that there be
a bona fide separation in service. A proposed administrative rule is
pending that would require a 60-day waiting period.

The following table contains a more general description of post-
retirement employment restrictions in other comparative
retirement systems. Compared to the provisions in other states,
Washington’s post-retirement employment rules are not atypical.
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Rehire Provisions from Select Comparison Systems

State / Post-Retirement Employment Restrictions

System -

CalPERS May work 960 hours; some positions without
restriction

CalSTERS May earn a maximum of $25,740

Colorado May work 110 days or 720 hours; some positions

PERA without restriction

Florida May work 780 hours; some positions without

(FRS) restriction

Idaho May work less than 20 hours/week or 5

PERSI consecutive months; less than one-half contract for
teachers

Iowa PERS Ages 55-65 may earn greater of $30,000 or current
SS limit; no limit after 65

Minnesota Under 65 may earn up to $11,280 as indexed by

SRS SSA; no limit after 65.

Missouri May earn additional service credit but pension is

(MOSERS) suspended; some positions without restriction

Ohio PERS Retiree becomes a contributing member; some
positions are without restriction

Ohio Retiree becomes a contributing member and may

STERS receive contributions as a lump sum or an annuity

Oregon May work 1,039 hours; no restriction for those over
age 70; some positions without restriction

Seattle May work 1,040 hours

Within this comparison, some states allow retired members to
return to work up to a maximum number of hours without having
their pension suspended; others allow a member to earn a
maximum dollar amount. Some allow members to return to work
full time upon suspension of the retirement benefit, and
contributions to the retirement system are required during the
period of post-retirement employment. Some states have
eliminated restrictions for older retirees. Most states have more
liberal post-retirement employment provisions for teachers than for
other public employees. In fact, according to National Council on
Teacher Retirement, all 50 states allow some form of post-
retirement employment for teachers.

Ortober 19 2004
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D.

Economic, Demographic and/or Social trends

Washington’s 2001 legislation that expanded post-retirement
employment opportunities was largely in response to a shortage of
experienced teachers and other employees that were in high
demand during the most expansive point in the last business
cycle. The following discussion is intended to highlight some of the
current trends that continue to create pressure on policy makers
as they address the issue of post-retirement employment. This is
not to suggest that policy makers must respond to such pressures,
or that there is a right or wrong way to respond. The purpose of
this section is simply to highlight some of the developments that
continue to bring the issue of post-retirement employment to the
forefront.

In the State of Washington, the total number of retirements for all
public employee retirement systems is projected to steadily
increase over the next forty years. The following chart shows the
projected retirements from active status based on data from the
2002 Actuarial Valuation:

Figure 4
Projected Retirements, All Systems
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This steady projection does not portend a massive looming labor
shortage in the government workforce. However there is some
concern that imminent baby boomer retirements will create a
shortage of experienced workers.

The Washington Department of Personnel’s Task Force on the
Impact of Aging Trends on the Washington State Government
Workforce (June 2000) found the following:

. The state will experience significantly higher turnover due to
increasing retirement rates, with some agencies and job
categories impacted to a much greater extent than others.

. In 18 agencies, including some of the state’s largest, 15-29%
of the PERS Plan 1 workforce will be eligible to retire by
2005.

. More than 50% of executive level and 30% of mid-level
managers will be eligible to retire by 2005.

. Over 50% of the state workforce is in the 40-54 age group

and at the mid-career stage or more.

The 2000 Task Force had several recommendations that are
relevant to the issue of post-retirement employment and the
relatively recent expansion or post-retirement employment
opportunities in the State of Washington:

. Hire retirees as a source of experienced workers.

. Eliminate barriers to using retirees as part-time workers by
reducing restrictions on post-retirement employment and/or
allowing exceptions so that agencies can provide health care
coverage as an incentive for retirees to work part-time.

. Explore options to help retain experienced workers, such as
scheduling flexibility, telecommuting, assignment or career
changes, leave options and downshifting.

Whether older workers retire and return to work, or whether they
are given incentives to remain within the workforce, the trend in
Washington and throughout the country is toward an aging
workforce. Both public and private employers are concerned with
sector shortages that may result from an increase in the retirement

SCPP Full (ommittee
DASCPP\IOOA\I0-19-04 Ful\Post-Ret. Empoyment ypd

Qrtaber 19 700

-

Page 15 of 10



Selert Commitiee on Pension Policy

rate for baby boomers, and are looking for ways to keep
experienced workers involved. See Adequacy of Retirement Benefit
Report to the SCPP, June 2004.

Employees are also indicating a desire to work longer. Among
2,001 workers between the ages of 50 and 70 recently polled by
AARP, nearly 70% said they planned to continue working past the
age of 65, and almost half said they envisioned working into their
70s or beyond. Pre-retirees cited various reasons for believing they
will continue to work, including needing money (22%), needing
health benefits (17%), staying mentally active (15%), being
productive or useful (14%), and remaining physically active (9%).

The changing workforce is further reflected in changes to the
federal Social Security law as of January 2000 that eliminated the
Retirement Earnings Test for individuals age 65-69. (It remains in
effect for those ages 62-64). This test had required that if seniors
continued to work from age 65 to 70, their benefits were reduced
$1 for every $3 earned above $17,000. The withheld benefits were
then returned, in general with interest, in the form of higher
benefits after stopping work, or at age 70.

The test was not eliminated because older Americans aren’t
working. Rather, the law eliminating the test - the Senior Citizens’
Freedom to Work Act of 2000 - was touted as “an important step
toward preparing the economy for the demographic challenge of
the baby boom.” At that time there were 9.6 million people
between the ages of 65 and 69, of which 3.0 million were working
in Social Security covered employment. The number of people in
that age group was projected to double to 20.3 million by the year
2030. National Economic Council, April 6, 2000.

Finally, a recent Watson Wyatt study of workers at or near
retirement age indicated that a majority of survey participants
would like to work fewer hours later in their careers, but less than
half of them expect their employer to offer this opportunity. When
asked how they would like to phase into retirement, many older
workers said they hope to work part-time (63%) or work more
flexible hours (48%) before retiring completely. Nearly 2/3 (63%) of
current workers aged SO and older indicated that they would like
to phase into an entirely different career. Among those currently
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participating in phased retirement, 80% work flexible hours and
79% work part-time. Two-thirds (67%) have less responsibility in
their current job compared with their career job. See “Older
Workers Would Delay Retirement if Employers Offered Phasing,”
Watson Wyatt Press Release, March 22, 2004.

E. Challenges in Responding to Trends

Most retirement experts agree that the aging workforce is a trend
that is causing some to question how retirement plans and benefits
programs are structured. The challenge for policy makers is to
distinguish short-term cycles from long-term trends.

Public pension plans are designed and funded over multiple
decades. Frequent changes in the benefit structure of public
pension plans can contribute to contribution rate instability and
inadequacy, as well as possible generational inequities in terms of
taxpayer funding. Also, because of well-established legal
principles recognizing the contractual nature of pension benefits, it
is virtually impossible to take away benefits once they have been
given. Even if benefit reductions are prospective and apply only to
new hires, there is political difficulty in offering less to new
employees than what has been previously offered.

Part of the philosophical debate surrounding post-retirement
employment practices is whether retirement systems should be
used as a tool in solving personnel issues. Proponents argue that
retirement benefits are part of the total compensation package and
should be used to address the needs of a changing workforce.
Opponents argue that compensation issues should be addressed
directly through salary increases, and retirement systems should
be utilized only for retirement, i.e. providing security to employees
who are no longer working.
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F.

Public Relations Issues

As one of the more controversial issues for public pension systems,
“retire-rehire” has received considerable attention in the press.
Washington is no exception. Washington’s expanded post-
retirement employment opportunities have been the subject of
analysis in Governing Magazine (July 2003). They have been
highlighted in numerous newspaper articles and editorials,
including those published by the Olympian (September 9, 2002
and August 1, 2004), Seattle Times (January 30, 2003 and
February 1, 2002), the News Tribune (April 21, 2003), the
Columbian (September 26, 2002), and the Daily of the University of
Washington (May 7, 2004). They have also been the subject of a

King5 Investigative Report (May 24, 2004, transcript attached).

Managing public relations is another one of the many challenges
for policy makers who tackle the controversial issue of post-
retirement employment.

Conclusion to Policy Analysis

Retire/rehire provisions are used to attract retired workers back to
the work force after retirement. They tend to be used with plans
that have service-based retirement provisions as in the Plans 1 for
TRS and PERS. Washington recently expanded opportunities for
PERS and TRS Plan 1 retirees to return to work, and the State
Actuary is monitoring the impacts of this legislation. Another
category of tools is used to retain older workers who are still in the
workforce. These types of provisions may involve increased benefit
accruals for those working longer periods of years and later in life.
Some of these kinds of provisions are already built into the Plans
2/3 of the Washington State Retirement Systems.

Executive Committee Recommendation

On September 7, 2004, the Executive Committee recommended that the

attached bill draft be forwarded to the full committee for consideration.

This draft was recommended by a subgroup headed by Representative
Bill Fromhold. The subgroup considered five draft bills, and decided to
recommend this version (“Draft E”) for consideration by the Executive

Committee and full SCPP.

Jitaber 19, 2004
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Bill (Draft)

The bill draft is attached. It adds the same general hiring qualifications
to TRS 1 as currently exist for PERS 1 retirees who seek to work in
excess of 867 hours annually. Those include a prohibition of any written
or verbal agreement to return to work with the same employer. Under
the legislation, a TRS 1 separation from service that is pursuant to such
an agreement would be nullified and would constitute a potential
misdemeanor violation of the statute entitled “Penalties for False
Statements.” Further, TRS 1 employers are subject to certain record-
keeping requirements when they hire these retirees, including
documentation of the need to hire the retirees and records of the actual
hiring process. The language for these requirements largely tracks that
of the existing PERS 1 statute.

The proposed draft also requires both PERS and TRS Plan 1 employers to
hire retirees pursuant to a written policy. In the proposed legislation, the
length of separation requirement (between retirement and re-
employment) for working beyond 867 hours is specified for TRS 1 as 45
days (rather than the 90 days already in effect for PERS 1.) Also, this bill
creates a new cumulative limit of 3165 hours worked over 867 for both
plans (from no cumulative total limit in TRS 1 and from a 1900-hour
cumulative total limit in PERS 1). The new cumulative limit starts anew
as of the effective date of the bill, which is January 1, 2006. Finally, the
contractual right to post-retirement employment in TRS 1 is expanded
from 525 hours per year to 867 hours.

Fiscal Note (Draft)

The draft fiscal note is attached.

Administrative Impacts

The Department of Retirement System (DRS) was asked to comment on
potential administrative impacts of the proposed legislation on
September 17, 2004. Comments were given by telephone on September
27, 2004:
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. This bill will create new tracking requirements for the Teachers’
Retirement System Plan 1.

. The bill is not expected to generate a significant administrative
impact, and it will achieve some consistency between TRS 1 and
PERS 1.

. There will be a significant communications impact in that the

changes will need to be communicated to affected members.

S
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AN ACT Relating to the public employment of retirees from the
teachers' retirement system and the public employees' retirement
system; amending RCW -41.32.010, 41.32.055, 41.32.570, 41.40.010,
41.40.010, and 41.40.037; reehacting and amending RCW 41.40.037;°
prescribing penalties; providing effective dates; and providing an

expiration date.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Sec. 1. RCW 41.32.010 and 2003 ¢ 31 s 1 are each amended to read
as follows:

As used in this chapter, unless a different meaning is plainly
required by the context:

(1) (a) "Accumulated contributions"” for plan 1 members, means the
sum of all regular annuity contributions and, except for the purpose of
withdrawal at the time of .retirement, any amount paid under RCW
41.50.165(2) with regular interest thereon.

(b) ”Accumulated contributions" for plan 2 members, means the sum
of all contributions standing to the credit of a member in the member's
individual account, including any amount paid under RCW 41.50.165(2),
together with the regular interest thereon.

Code Rev/LL:seg _ 1 Z-0141.1/05
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(2) "Actuarial equivalent" means a benefit of equal value when.
computed upon the basis of such mortality tables and regulations as
shall be adopted by the director and regular interest.

(3) "Annuity" means the moneys payable per year during life by
reason of accumulated contributions of a member.

(4) "Member reserve" means the fund in which all of the accumulated
contributions of members are held.

(5) (a) "Beneficiary" for plan 1 members, means any person in
receipt of a retirement allowance or other benefit provided by this
chapter. , _ |

(b) "Beneficiary" for plan 2 and plan 3 members, means any person
in receipt of a retirement allowance or other benefit provided by this
chapter resulting from service rendered to an employer by another
person. ‘

(6) "Contract" means any agreement for service and compensation
between a member and an employer. ‘

(7) "Creditable service" means mempership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 members.

(8) "Dependent" means receiving one—half or more of support from a
member. '

(9) "Disability allQWance" means monthly payments during
disability. This subsection shall apply only to plan 1 members.

(10) (a) "Earnable compensation” for plan 1 members, means:

(i) All salaries and wages paid by an employer to an employee
member of the retirement system for personal services rendered during
a fiscal year. In all cases where compensation includes maintenance
the employer shall fix the value of that part of the compensation not
paid in money.

(ii) For an employee member of the retirement system teaching in an
extended school year program, two consecutive extended school years, as
defined by the employer school district,‘may be used as the annual
period for determining earnable compensation in lieu of the two fiscal
years.

(iii) "Earnable compensation" for plan 1 members also includes the
following actual or imputed payments, which are not paid for personal
services:

Code Rev/LL:seg 2 Z-0141.1/05
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(A) Retroactive payments to an individual by an employer on
reinstatement of the employee in a position, or payments by an employer
to an individual in lieu of reinstatement in a position which are
awardéd or granted as the equivalent of the salary or wages which the
individual would have earned during a payroll period shall be
considered earnable compensation and the individual shall receive the
equivalent service credit. _ '

(B) If a leave of absence, without pay, is taken by a member for
the purpose of serving as a member of the state legislature, and such
member has served in the legisléture five or more years, the salary
which would have been received for the pbsition from which the leave of"
absence was taken shall be considered as compensation earnable if the
employee's'contribution thereon is paid by the employee. 1In addition,
where a member'has been a member of the state legislature for five or
more years, earnable compensation for the member's two highest
compensated consecutive years of service shall include a sum not to
exceed_thirty—six hundred dollars for each.of such two consecutive
years, regardless of whether or not legislative service was rendered
during those two years.

(iv) For members emplbyed less than full time wunder written
contract with a school district, or community college district, in an
instructional position, for which the member réceives service credit of
less than one year in all of the years used to determine the earnable
compensation used for computing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the member may elect to have earnable
compensation defined as provided in RCW 41.32.345. For the purposes of
this subsection, the term "instructional position" means a position in
which more than seventy-five percent of the member's time is spent as
a classroom instructor (including office hours), a librarian, or a
counselor. Earnable compensation shall be so defined only for the
purpose of the calculation of retirement benefits and only as necessary
to insure that members who receive fractional service credit under RCW
41.32.270 réceive benefits proportional to those received by members
who have received full-time service credit.

(v) "Earnable compensation" does not include:

(A) Remuneration for unused sick leave authorized under RCW
41.04.340, 28A.400.210, or 28A.310.490;

Code Rev/LL:seg 3 Z-0141.1/05
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(B) Remuneration for unused annual leave in excess.of thirty days -
as authorized by RCW 43.01.044 and 43.01.041.

(b) "Earnable compensation" for plan 2 and plan 3 members, means
salaries or wages earned by a member during a payroll period for
personal services, including overtime payments, and shall include wages
and salaries deferred under‘provisions established pursuant to sections
403 (b), 414(h), and 457 of the United States Internal Revenue Code, but
shall exclude lump sum payments for deferred annual sick leave, unused
accumiulated vacation, unused accumulated annual leave, or any form of
severance pay. .

"Earnable compensation” for plan 2 and plan 3 members also includes
the following actual or imputed payments Which, except in the case of
(b) (ii) (B) of this subsection, are not paid for personal services:

(1) Retroactive payments to an individual by an employer on
reinstatement of the employee in a position or payments by an employer
to an individual in lieu of reinstatement in a position which are
awarded or granted as the equivalent of the salary or wages which the
individual would have earned during a payroll period shall be
considered earnable compensation, to the extent provided above, and the
individual shall receive the equivalent service credit.

(ii) In any year in which a member serves in the legislature the
member shall have the option of having such member's earnable
compensation be the greater of:

(A) The earnable compensation the member would have received had
such member not served -in the legislature; or

(B) Such member's actual earnable compensation received for
teaching and 1legislative service combined. Any additional
contributions to the retirement system required because compensation
earnable under (b) (ii)(A) of this subsection 1is greater than
compensation earnable under (b) (ii) (B) of this subsection shall be paid
by the member for both member and employer contributions.

(11) "Employer" means the state of Washington, the school district,
or any agency of the state of Washington by which the member is paid.

(12) "Fiscal year" means a year which begins July 1st and ends June
30th of the following year.

(13) "Former state fund" means the state retirement fund in
operation for teachers under chapter 187, Laws of 1923, as amended.

Code Rev/LL:seg 4 Z-0141.1/05
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(14) "Local fund" means any of:the local retirement funds for
teachers operated in any school district in accordance with the
provisions of chapter 163, Laws of 1917 as amended.

(15) "Member" means any teacher included in the membership of the
retirement system. Also, any other employee of the public schools who,

- on July 1, 1947, had not elected to be exempt from membership and who,

prior to that date, had by an authorized payroll déduction, contributed
to the member reserve. '

(16) "Membership service" means service rendered subsequent to the
first day of eligibility of a person to membership in the retirement
system: PROVIDED, That where a member is employed by two or more
employers the individual shall receive no more than one service credit
month during any calendar month in which multiple service is rendered.
The provisions of this subsection shall apply only to plan 1 members.

(17) "Pension" means the moneys payable per year during life from
the pension reserve.

(18) "Pension reserve" is a fund in which shall be accumulated an
actuarial reserve adequate to meet present and future pension
liabilities of the system and from which all pension obligations are to
be paid. o

(19) "Prior service" means service rendered prior to the first date
of eligibility to membership in the retirement system for which credit
is allowable. The provisions of this subsection shall apply only to
plan 1 members.

(20) "Prior service contributions” means contributions made by a
member to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 members. _

(21) "Public school"” means any institution or activity operated by
the state of Washington or any instrumentality or political subdivision
thereof emplbying teachers, except the University of Washington and
Washington State University. '

(22) "Regqular contributions" means the amounts required to be
deducted from the compensation of a member and credited to the member's
individual account in the member reserve. This subsection shall apply
only to plan 1 members.

(23) "Regular interest" means such rate as the director may

determine.
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(24) (a) "Retirement allowance™ "for plan 1 members, means monthly -
payments based on the sum of annuity and pension, or any optional
benefits payable in lieu thereof.

(b) "Retirement allowance" for plan 2 and plan 3 members, means
monthly payments to a retiree or beneficiary as provided in- this
chapter.

(25) "Retirement system" means the Washington state teachers'
retirement system.

(26) (a) "Service" for plan 1 members means the time during which a
member has been employed by an employer for compensation.-

(i) If a member is employed by two or more employers the individual
shall receive no more than one service credit month during any calendar
month in which multiple service is rendered. '

(ii) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely .for the purpose of
determining eligibility to retire under RCW 41.32.470.

(iii) As authorized in RCW 41.32.065, service earned in an out-of-
state retirement system that covers teachers in public schools may be
applied solely for the purpbse of determining eligibility to retire
under RCW 41.32.470. '

(b) "Service" for plan 2 and plan 3 members, means periods of
employment by a member for one or more employers for which earnable
compensation is earned subject to the following conditions:

(i) A member employed in an eligible position or as a substitute
shall receive one service credit month for each month of September
through August of the following year if he or she earns earnable
compensation for eight hundred ten or more hours during that period and
is employed during nine of those months, except that a member may not
receive credit for any period prior to the member's employment in an
eligible position except as provided in RCW 41.32.812 and 41.50}132;

(ii) If a member is employed either in an eligible position or as
a substitute teacher for nine months of the twelve month period between
September through August of the following year but earns earnable.
compensation for less than eight hundred ten hours but for at least six
hundred thirty hburs, he or she will receive one-half of a service
credit month for each month of the twelve month period;

(iii) All other membefs in an eligible position or as a substitute
teacher shall receive service credit as follows:

Code Rev/LL:seg 6 Z-0141.1/05
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_ (A) A service credit month is earned in those calendar months where
éarnable compensation is earned fo; ninety or more hours;

(B) A half-seryice credit month is earned in those calendar months
where earnable compensation is earned for at least seventy hours but
less than ninety hours; and '

(C) A quarter-service credit month is earned in those calendar
months where earnable compensation is earned for 1less than seventy
hours.

(iv) Any person who is a member of the teachers' retirement system
and who is elected or appointed. to a state elective position may
continue to be a member of the retirement system ahd continue to
receive a service credit month for each of the months in a state
elective position by making the requifed member contributions.

(v) When an individual is employed by two or more employers the
individual shall only receive one month's service credit during any
calendar month in which multiple service for ninety or more hours is
rendered.

(vi) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable .as service solely for the purpose of
determining eligibility to retire under RCW 41.32.470. For purposes of
plan 2 and plan 3 "forty—five'days" as used in RCW 28A.400.300 is equal
to two service credit months. Use of less than forty-five days of sick
leave is creditable as allowed under this subsection as follows:

(A) Less than eleven days equals one-quarter service credit month;

(B) Eleven or more days but less than twenty-two days equals one-
half service credit month;

(C) Twenty-two days equals one service credit month; .

(D) More than twenty-two days but less than thirty—three days
equals one and one-quarter service credit month;

(E) Thirty-three or more days but less than forty-five days equals
one and one-half service credit month.

(vii) As authorized in RCW 41.32.065, service earned in an out-of-
state retirement system that covers teachers in public schools may be
applied sblely for the purpose of determining eligibility to retire
under RCW 41.32.470.

(viii) The department shall adopt rules implementing this

subsection.
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(27) "Service credit year" means an accumulation of monfhs of .
service credit which is equal to one when divided by twelve.

(28) "Service credit month" means a full service credit month or an .-
accumulation of partial service credit months that are equal to one.

(29) "Teacher" means any person qualified to teach who is engaged

" by a public school in an instructional, administrative, or supervisory

capacity. The term includes state, educational service district, and
school district superintendents and their assistants and all employees

certificated by the superintendent of public instruction; and in

addition thereto any full time school doctor who is employed by a
public school and renders service of an instructional or educational
nature.

(30) "Average final compensation" for plan 2 and plan 3 members,
means thé member's average earnable compensation of the highest
consecutive sixty service credit months prior to such member's
retirement, termination, or death. Periods constituting authorized
leaves of absence may not be used in the‘calculation of average final
compensation except under RCW 41.32.810(2). ' '

(31) "Retiree" means any person who has begun accruing a retirement
allowance or other benefit provided by this chapter resulting from
service rendered to an employer while a member.

(32) "Department” means the department of retirement systems
created in chapter 41.50 RCW.

(33) "Director" means the director of the department.

(34) "State elective position” means any position held by any
person elected or'appointed to statewide office or elected or appointed
as a member of the legislature.

(35) "sState actuary" or "actuary" means the personv appointed
pursuant to RCW 44.44.010(2). ’ |

(36) "Substitute teacher" means:

(a) A teacher who is hired by an employer to work as a temporary
teacher, except for teachers who are annual contract employees of an
employer and are guaranteed a minimum number of hours; or

(b) Teachers who either (i) work in ineligible positions for more
than one employer or (ii) work in an ineligible position or positions
together with an eligible position.

(37) (a) "Eligible position" for plan 2 members from June 7, 1990,

Code Rev/LL:seg 8 Z-0141.1/05
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through September 1, 1991, means a position which normally requires two
or more uninterrupted months of qreditable service during September
through August of the following year.

(b) "Eligible position" for plan 2 and plan 3 on and after
September 1, 1991, means a position that, as defined by the employer,
normally requires five or more months of at least seventy hours of
earnable compensation during September through August of the following
year. _ .
(c) For purposes of this chapter an employer shall not define
"positidn"'in such a manner that an employee's monthly work for that

‘employer is divided into more than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position. '

(38) "Plan 1" means the teachers' retirement system, . plan 1
providing the benefits and funding provisions covering persons who
first became members of the sYstem prior to October 1, 1977.

(39) "Plan 2" means the teachers' retirement system, plan 2
providing the benefits and funding provisions covering persons who
first became members of the system on and after October 1, 1977, and
prior to July 1, 1996.

(40) "Plan 3" means the teachers' retirement system, plan 3
providing the benefits and'funding provisiohs covering persons who
first become members df the system on'and after July 1, 1996, or who
transfer under RCW 41.32.817.

(41) "Index" means, for any calendar year, that year's annual
average consumer price index, Seattle, Washington area, for urban wage
earners and clerical workers, all items compiled by the bureau of labor
statistics, United States department of labor.

(42) "Index A" means the index for the year prior to the
determination of a postretirement adjustment.

(43) "Index B" means the index for the year prior to index A.

. (44) "Index year" means the earliest calendar yéar in which the
index is more than sixty percent of index A.
(45) "Adjustment ratio" means the value of index A divided by index

(46) "Annual increase" means, initially, fifty-nine cents per month

per year of service which amount shall be increased each July 1st by
three percent, rounded to the nearest cent.
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(47) "Member account” or "member's account" for purposes of plan 3 -
means the sum of the contributions and earnings on behaif of the member
in the defined contribution'portion’of plan 3.

(48) "Separation from service or employment" occurs when a person
has terminated all employment with an employer. Separation from
service or employment does not occur, and if claimed by an emplover or
emplovee may be a violation of RCW 41.32.055, when an employee and
employer have a written or oral agreement to resume employment with the

same emplover following termination. . Mere expressions or inquiries

about postretirement employment by an emplover or emplovee that do _not

constitute a commitment to reemploy the employee after retirement are

not an aagreement under this subsection.

(49) "Employed" or "employee" means a person who is providing
services for compensation to an employer, unless the person is free
from the employer's direction and control over the performance of work.
The department shall adopt rules and interpret this subsection

consistent with common law.

Sec. 2. RCW 41.32.055 and 2003 c 53 s 218 are each amended to read

as follows:
(1) Any person who shall knowingly make false statements or shall
falsify or permit to be falsified any record or records of the

retirement system, except under subsection (2) of this section, in any
attempt to defraud such system'as a result of such act, is guilty of a
class B felony punishable according to chapter SA.20 RCW.

(2) Any person who shall knowingly make false statements or shall

falsify or permit to be falsified any record or records of the

retirement systems related to a member's separation from service and
qualification for a retirement allowance under RCW 41.32.480 in any

attempt to defraud such system as a result of such act,‘is quilty of a

gross_misdemeanor.

Sec. 3. RCW 41.32.570 and 2003 ¢ 295 s 6 are each amended to read
as follows:

(1) (a) If a retiree enters employment with an employer sooner than
one calendar month after his or her accrual date, the retiree's monthly
retirement allowance will be reduced by five and one-half percent for

Code Rev/LL:seg 10 Z-0141.1/05
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every seven hours worked during that month. This reduction will be
applied each month until the retiree remains absent from employment
with an employer for one full calendar month.

(b) The benefit reduction provided in (a) of this subsection will
accrue for a maximum of one hundred forty hours per month. Any monthly
benefit reduction over one hundred percent will be applied to the
benefit the retiree is eligible to receive in subsequent months.

(2) Except under subsection (3) of this section, any retired
teacher or retired administrator who enters service in any public
educational institution in Washington state ((ahré-—whe—has—satisfiedthe

break—in—-employment—requirement—eofsubseetion—)—of—this—seetien)) at

least one calendar month after his or her accrual date shall cease to

receive pension payments while engaged in such service, after the
retiree has rendered service for more than ((epe—thousand—£five
hundred)) eight hundred sixty-seven hours in a school year.

(3) Any retired teacher or retired administrator who enters service

in any public educational institution in Washington state one and one- .

half calendar months or more after his or her accrual date and:
{a) Is hired pursuant to a written policy into a position for which

the school board has documented a justifiable need to hire a retiree

into the position;
(b) Is hired through the established process for the position with

the approval of the school board or other highest decision-making

authority of the prospective emplover;

(c) The emplover retains records of the procedures followed and the

decisions made in hiring the retired teacher or retired administrator

and provides those records in the event of an audit; and

(d) The emplovee has not alreadvy rendered a cumulative total of

more than three thousand one hundred sixty-five hours of service while
receiving pension payments beyond an annual threshold of eight hundred
sixty-seven hours;

shall cease to receive pension payments while engaged in that service

after the retiree has rendered service for more than one thousand five

hundred hours in a school yvear. The cumulative total limitations under

this subsection apply prospectively after the effective date of this
act.
(4) When a retired teacher or administrator renders service beyond
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eight hundred sixty-seven hours, the department shall collect from the.
employer the applicable employer retirement contributions for the
entire duration of the member's employment during that fiscal year.
((43¥)) (5) The department shall collect and provide the state
actuary with information relevant to the use of this section for the

“select committee on pension policy.

((44¥)) (6) The legislature reserves the right to amend or repeal
this section in the future and no member or beneficiary has a
contractual right to be employed for more than ((five—hundred—twenty-
£ive)) eight hundred sixtv-seven hours per year without a reduction of
his or her pension. ‘

Sec. 4. RCW 41.40.010 and 2003 c 412 s 4 are each amended to read

as follows: '
As used in this chapter, unless a different meaning is plainly

- required by the context:

(1) "Retirement system” means the public employees' retirement
system provided for in this chapter.

(2) "Department" means the department of retirement systems created
in chapter 41.50 RCW. '

(3) "State treasurer" means the treasurer of the state of
Washington. | _
(4) (a) "Employer" for plan 1 members, means every branch,

department, agency, commission, board, and office of the state, any
political subdivision or association of political subdivisions of the
state admitted into the retirement system, and legal entities
authorized by RCW 35.63.070 and 36.70.060 or chapter 39.34 RCW; and the
term shall also include any labor guild, association, or organization
the membership of a local lodge or division of which is comprised of at
least forty percent employees of an employer (other than such labor
guild, association, or organization) within this chapter. The term may
also include any city of the first class that has its own retirement

-system.

(b) "Employer" for plan 2 and plan 3 members, means every branch,
department, agency, commission, board, and office of the state, and any
political subdivision and municipal corporation of the state admitted
into the retirement system, including pﬁblic agencies created pursuant
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to RCW 35.63.070, 36.70.060, and 39.34.030; except that after August
31, 2000, school districts and edgcational service districts will no
longer be employers for the public employees' retirement system plan 2.

(5) "Member" means any employee included in the membership of the
retirement system, as provided for in RCW 41.40.023. RCW 41.26.045
does not prohibit a person otherwise eligible for membership in the
retirement system from establishing such membership effective when he
or she first entered an eligible position.

(6) "Original member" of this retirement system'means: . _

(a) Any person who. became a'ﬁember of the system prior to April 1,.
1949;

(b) Any person who becomes a member through the admission of an
employer into the retirement system on and after April 1, 1949, and
prior to April 1, 1951;

(c) Any person who first becomes a member by securing employment
with an employer prior to April 1, 1951, provided the member has
rendered at least one or more years_of service to any employer prior to
October 1, 1947; ‘ _

(d) Any person who first becomes a member through the admission of
an employer into the retirement system on or after April 1, 1951,
provided, such person has been in the regular employ of the employer
for at least six months of the twelve-month period preceding the said

 admission date;

_ (e) Any member who has restored all contributions that may have
been withdrawn as provided by RCW 41.40.150 and who on the effective
date of the individual's retirement becomes entitled to be credited
with ten years or more of membership service except that the provisions
relating to the minimum amount of retirement allowance for the member
upon retirement at age seventy as found in RCW 41.40.190(4) shall not
apply to the member;

(f) Any member who has been a contributor under the system for two
or more years and who has restored all contributions that may have been
withdrawn as provided by RCW 41.40.150 and who on the effective date of
the individual's retirement has rendered five or more years of service
for the state or any political subdivision prior to the time of the
admission of the employer into the system; except that the provisions
relating to the minimum amount of retirement allowance for the member

Code Rev/LL:seg 13 Z2-0141.1/05



W oy oW N

Ww W wwwwwwwNhhddhdDNhDDNhdDDhDDNDdDDNDDDNDdDDNDdDNDMDPRPE R
O o s WN P O W oo oUW NhNBEPE O W oo oW NP O W

upon retirement at age seventy as found in RCW 41,40.190(4)'shéll not .
apply to the member. »

(7) "New member" means a person Who becomes a member on or after.
April 1, 1949, except ‘as otherwise provided in this section.

(8) (a) "Compensation earnable" for plan 1 members, means salaries
or wages earned during a'payroll period for personal services and where
the compensation is not all péid in money, maintenance compensation
shall be included upon the basis of the schedules established by the
member's employer.

(i) "Compensation earnable" for_plaﬁ 1 members also includes the
following actual or imputed payments, which are not paid for personal
services:

(A) Retroactive payments to an individual by an employer on
reinstatement of the employee in a position, or payments by an employer
to an individual in lieu of reinstatement in a position which are
awarded or granted as the equivalent of the salary or wage which the
individual would have earned during g' péyroll period shall be
considered compensation earnable and the individual shall receive the
equivalent serﬁice credit;

(B) If a leave of absence is taken by an individual for the purpose
of serving in the state legislature, the salary which would have been
received for the position'from which the leave of absence was taken,
shall be considered as compensation -earnable if the employee's
contribution is paid by the employee and the employer's contribution is
paid by the employer or employee;

(C) Assault pay only as authorized by RCW 27.04.100, 72.01.045, and
72.09.240; '

(D) Compensation that a member would have received but for a
disability occurring in the line of duty only as authorized by RCW
41.40.038; |

(E) Compensation that a member receives due to participation in the
leave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and _

(F) Compensation that a member receives for being in standby
status. For the purposes of this section, a member is in standby
status when not being paid for time actually worked and the employer
requires the member to be prepared to report immediately for work, if
the need arises, although the need may not arise.
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(ii) "Compensation earnable" does: not include:

‘(A) Remuneration for unused_ sick 1leave authorized under RCW
41.04.340, 28A.400.210, or 28A.310.490;

(B) Remuneration for unused annual leave in excess of thirty days
as authorized by RCW 43.01.044 and 43.01.041. '

(b) "Compensation earnable” for plan 2 and plan 3 members, means
salaries or wages earned by a member during a payroll period for
personal services, including overtime payments, and shall include wages
and salaries deferred under provisions established pursuant to sections

- 403(b), 414(h), and 457 of the United States Internal Revenue Code,_but

shall exclude nonmoney maintenance compénsation and lump sum or other
payments for deferred annual sick leave, unused accumulated vacation,
unused accumulated annual leave, or any form of severance pay.
"Compensation earnable" for plan 2 and plan 3 members also includes
the following actual or imputed payments, which are not paid for
personal services:
(i) Retroactive payments to an individual by an employer on

‘-reinstatement of the employee in a position, or payments by an employer

to an individual in lieu of reinstatement in a position which are
awarded or granted as the equivalent of the salary or wage which the
individual would have earned during a payroll period shall be
considered compensation earnable to the extenﬁ provided above, and the

individual shall receive the equivalent service credit;

(ii) In any year in which a member serves in the legislature, the
member shall have the option of having such member's compensation
earnable be the greater of:

(A) The compensation earnable the member would have received had
such member not served in the legislature; or

(B) Such member's actual compensation earnable received for
nonlegislative public employment and legislative service combined. Any
additional contributions to the retirement system required because
compensation earnable under (b) (ii) (A) of this subsection is greater
than compensation earnable under (b) (ii) (B) of this subsection shall be
paid by the member for both member and employer contributions;

(iii) Assault pay only as authorized by RCW 27.04.100, 72.01.045,
and 72.09.240;

(iv) Compensation that a member would have received but for a
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disability occurring in theé line of duty only as authorized by RCW.
41.40.038;

(v) Compensation that a member receives due to participation in the-
leave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and '

(vi) Compensation that a member receives for being in standby
status. For the purposes of this section, a member is in standby
status when not being paid for time actually worked and the employer
requires the member to be prepared to report immediately for work, if
the need arises, although the need may not arise.

(9) (a) "Service" for plan 1 members, except as provided -in RCW
41.40.088, means periods of employment in an eligible position or
positions for one or more employers rendered to any employer for which
compensatidn is paid, and includes time spent in office as an elected
or appointed official of an employer. Compensation earnable earned in
full time work for seventy hours or more in any given calendar month
shall constitute one service credit month except as provided in RCW
41.40.088. Compensation earnable earned for less than seventy hours in
any calendar month shall constitute one-quarter service credit month of
service except as provided in RCW 41.40.088. Only service credit
months and one-quarter service credit mdnths shall be counted in the
computation of any retirement allowance or other benefit provided for
in this chapter. Any fraction of a year of service shall be taken into
account in the computation of such retirement allowance or benefits.
Time spent in standby status, whether compensated or not, is not
service.

(i) Service by a state employee officially assigned by the state on
a temporary basis to assist another public agency,'shall be considered
as service as a state employee: PROVIDED, That service to any other

- public agency shall not be considered service as a state employee if

such service -has been used to establish benefits in any other public
retirement system.

(ii) An individual shall receive no more than a total of twelve
service credit months of service during any calendar year. If an
individual is employed in an eligible position by one or more employers
the individual shall receive no more than one service credit month
during any calendar month in which multiple service for seventy or more

hours is rendered.
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(iii) A school district employee may count up to forty-five days of
sick leave as creditable service solely for the purpose of determining
eligibility to retire under 'RCW 41.40.180 as authorized by RCW
28A.400.300. For purposes of plan 1 "forty-five days" as used in RCW

28A.400.300 is equal to two service credit months. Use of less than
‘forty-five days of sick leave is creditable as allowed under this

subsection as follows: _

(A) Less than twenty-two days equals one—quartef service credit
month; | _
(B) Twenty-two days equals one service credit month;

(C) More than twenty-two days but less than forty-five days equals
one and one-quarter service credit month.

(b) "Service" for plan 2 and plan 3 members, means periods of
employment by a member in an eligible position or positions for one or
more employers for which compensation earnable is paid. Compensation
earnable earned for ninety or more hours in any calendar month shall
constitute one service credit month except as provided in RCW
41.40.088. Compensation earnable earned for at least seventy hours but
less than ninety hours in any'calendarvmonth shall constitute one-half
service credit month of service. Compensation earnable earned for less
than seventy hours in any ‘calendar month shall constitute one-quarter
service credit month of service. Time spent in standby status, whether
compensated or not, is not service.

Any fraction of a year of service shall be taken into account in
the computation of such retirement allowance or benefits.

(i) Service in any state elective position shall be deemed to be

- full time service, except that persons serving in state elective

positions who are members of the Washington school employees'
retirement system, teachers' retirement system, or law enforcement
officers' and fire fighters' retirement system at the time of election
or appointment to such position may elect to continue membership in the
Washington school employees' retirement system, teachers' retirement
system, or law enforcement officers' and fire fighters' retirement
system.

(ii) A member shall receive a total of not more than twelve service
credit months of service for such calendar year. If -an individual is
employed in an eligible position by one or more employers the
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individual shall receive no'more than one service credit month during-
any calendar month in which multiple service for ninety or more hours
is rendered.

(iii) Up to forty-five days of sick leave may be creditable as
service solely for the purpose of determining eligibility to retire

-under RCW 41.40.180 as authorized by RCW 28A.400.300. For purposes of

plan 2 and plan 3 "forty-five days" as used in RCW 28A.400.300 is equal
to two service credit months. Use of less than forty-five days of sick
leave is creditable as allowed under this subsection as follows:

(A) Less than eleven days equals one-quarter service credit month;

(B) Eleven or more days but less than twenty-two days equals one-
half service credit month; ' ' :

(C) Twenty-two days equals one service credit month;

(D) More than twenty-two days but less than thirty-three days
equals one and one-quarter service credit month;

(E) Thirty-three or more days but less than forty-five days equals
one and one-half service credit month.

(10) "Service credit year" means an accumulation of months of
service credit which is equal to one When divided by twelve.

(11) "Service credit month" means a month or an accumulation of
months of service credit which is equal to one.

(12) "Prior service" means all service of an ‘original member
rendered to any employer prior to October 1, 1947.

(13) "Membership service" means:

(a) All service rendered, as a member, after October 1, 1947;

(b) All service after October 1, 1947, to any employer prior to the
time of its admission into the retirement system for which member and
employer contributions, plus interest as required by RCW 41.50.125,
have been paid under RCW 41.40.056 or 41.40}057;

(c) Service not to exceed six consecutive months of probationary
service rendered after April 1, 1949, and prior to becoming a member,
in the case of any member, upon payment in full by such member of the
total amount of the employer's contribution to the retirement fund
which would have been required under the law in effect when such
probationary service was rendered if the member had been a member
during such period, except that the amount of- the employer's
contribution shall be calculated by the director based on the first
month's compensation earnable as a member ;
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(d) Service not to exceed six consecutive months of probationary
service, rendered after October 1,_1947, and before April 1, 1949, and
prior to becoming a member, in the case of any member, upon payment in
full by such member of five percent of such member's salary during said
period of probationary service, except that the amount of the
employer's contribution shall be calculated by the director based on
the first month's compensation earnable as a member.

(14) (a) "Beneficiary" for plan 1 members, means any person in
receipt of a retirement allowanCe, pension or other benefit provided by
this chapfer. ' o

(b) "Beneficiary" for plan 2 and plan 3 members, means any person
in receipt of a retirement allowance or other benefit provided by this
chapter resulting from service rendered to an employer by another
person. '

(15) "Regular interest"™ means such rate as the director may

determine. _
(16) "Accumulated contributions" means the sum of all contributions

-..standing to the credit of a member in the member's individual account,

including any amount paid under RCW 41.50.165(2), together with the

regular interest thereon.
(17) (a) "Average final compensation" for plan 1 members, means the
annual average of the greatest compensation earnable by a member during

‘any consecutive two year period of service credit months for which

service credit is allowed; or if the member has less than two years of
service credit months then the annual average compensétion earnable
during the total years of service for'which service credit is allowed.

(b) "Average final compensation" for plan 2 and plan 3 members,

- means the member's average compensation earnable of the highest
consecutive sixty months of service credit months prior to such

member's retirement, termination, or death. Periods constituting
authorized leaves of absence may not be used in the calculation of
average final compensation except under RCW 41.40.710(2).

(18) "Final compensation”" means the annual rate of compensation
earnable by a member at the time of termination of employmeht.

(19) "Annuity" means payments for life derived from accumulated
contributions of a member. All annuities shall be-paid in monthly

installments.
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(20) "Pension" means payments for life derived from contribﬁtions_
made by the employer. All pensions shall be paid in monthly

installments.
(21) "Retirement allowance" means the sum of the annuity and the

pension. .

(22) "Employee" or "employedﬁ means a person who is providing
services for compensation to an employer, unless the person is free
from the employer's direction and control over the performance of work.
The department shall adopt rules and interpret this subsection
consistent with common law. , »

(23) "Actuarial equivalent" means a beneflt of equal value when
computed upon the basis of such mortality and other tables as may be
adopted by the director. '

(24) "Retirement" means w1thdrawa1 from. active service with a
retirement allowance as provided by this chapter.

(25) "Eligible position” means:

(a) Any position that, as defined by the employer, normally
requires five or more months of service a year for which regular
compensation for at least seventy hours is earned by the occupant
thereof. For purposes of this chapter an employer shall not define
"position" in such a manner that an employee's'monthly work for that
employer is divided into more than one position; '

(b) Any position occupied by an elected official or person
appointed directly by the governor, or appointed by the chief justice
of the supreme court under RCW 2.04.240(2) or 2.06.150(2), for which
compensation is paid.

(26) "Ineligible position" means any position which does not
conform with the requirements set forth in subsection (25) of this
section.

(27) "Leave of absence" means the period of time a member is
authorized by the employer to be absent from servicé without being
separated from membership.

(28) "Totally incapacitated for duty means total inability to
perform the duties of a member's employment or office or any other work
for which the member is qualified by training or experience.

(29) "Retiree" means any person who has bégun accruing a retirement
allowance or other benefit provided by this chapter resulting from
service rendered to an employer while a member.
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(30) "Director" means the director of the department.

(31) "State elective positioq" means any position held by any
person elected or appointed to statewide office or elected or appointed
as a member of the legislature.

(32) "State actuary" or "actuary" means the person appointed
pursuant to RCW 44.44.010(2). .

(33) "Plan 1" means the public employees' retirement system, plan
1 providing the benefits and funding provisions covering persons who
first became members of the system prior to October 1, 1977.

(34)'"Plan 2" means the public employees' retirement system, plan
2 providing the benefits and funding'pfovisions coverihg persons who
first became members of the system on and after October 1, 1977, and
are not included in plan 3. '

(35) "Plan 3" means the public employees' retirement system, plan
3 providing the benefits and funding provisions covering persons who:

(a) First become a member on or after: '

(i) March 1, 2002, and are employed by a state agency or institute

of higher education and who did not choose to enter plan 2; or

(ii) September 1, 2002, and are employed by other than a state-
agency or institute of higher education and who did not choose to enter
plan 2; or - :

(b) Transferred to plan 3 under RCW 41.40.795.

(36) "Index" means, for any calendar year, that year's annual
average consumer price index, Seattle, Washington area, for urban wage
earners and clerical workers, all items, compiled by the bureau of
labor statistics, United States department of labor.

(37) . "Index A" means the index for the year prior to the
determination of a postretirement adjustment.

(38) "Index B" means the index for the year prior to index A.

~ (39) "Index year" means the earliest calendar year in which the
index is more than sixty percent of index A.
(40) "Adjustment ratio” means the value of index A divided by index

(41) "Annual increase" means, initially, fifty-nine cents per month
per year of service which amount shall be increased each July 1lst by
three percent, rounded to the nearest cent. ,

(42) "Separation from service" occurs when a person has terminated
all employment with an employer. Separation from service or employment
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does not occur, and if claimed by an employer or employee may be a.
violation of RCW 41.40.055, when' an employee and employer have a
written or oral agreement to resume employment with the same employer -
following termination. Mere expressions or inquiries _about
postretirement employvment by an emplover or employee that do not
constitute a commitment to reemploy the employee after retirement are

not an agreement under this subsection.
(43) "Member account” or "member's account" for purposes of plan 3
means the sum of the contributions and earnings on behalf of the member

in the defined contribution portion of plan 3.

Sec. 5. 'RCW 41.40.010 and 2004 c 242 s 53 are each amended to read

as follows:

As used in this chapter, unless a different meaning is plainly
required by the context:

(1) "Retirement system" means the public employees' retirement
system provided for in this chapter.

(2) "Department" means the department of retirement systems created
in chapter 41.50 RCW.

(3) "State treasurer" means the treasurer of the state of
Washington. '
(4) (a) "Employer"™ for plan 1 members, means every branch,

department, agency, commission, board, and office of the state, any

political subdivision or association of political subdivisions of the

state admitted into the retirement system, and 1legal entities
authorized by RCW 35.63.070 and 36.70.060 or chapter 39.34 RCW; and the
term shall also include any labor guild, association, or organization
the membership of a local lodge or division of which is comprised of at
least forty percent employees of an employer (other than such labor
guild, association, or organization) within this chapter. The term may
also include any city of the first class that has its own retirement
system.

(b) "Employer" for plan 2 and plan 3 members, means every branch,
department, agency, commission, board, and office of the state, and any
political subdivision and municipal corporation of the state admitted
into the retirement system, including public agencies-created pursuant
to RCW 35.63.070, 36.70.060, and 39.34.030; except that after August
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31, 2000, school districts and educational service districts will no
longer be employers for the public employees' retirement system plan 2.

(5) "Member" means any employee included in the membership of the
retirement system, as provided for in RCW 41.40.023. RCW 41.26.045
does not prohibit a person otherwise eligible for membership in the
retirement system from establishing such membership effective when he
or she first entered an eligible position. |

(6) "Original member" of this retirement system means:

(a) Any person who became a member of the system prior to April 1,
1949; '
| (b) Any person who becomes a member through the admission of an
employer into the retirement system on and after April 1, 1949, and
prior to April 1, 1951;

(c) Any person who first becomes a member by securing employment
with an employer prior to April 1, 1951, provided the member has

rendered at least one or more years of service to any employer prior to

October 1, 1947;
(d)- Any person who first becomes a member through the admission of

an employer into the retirement system on or after April 1, 1951,
provided, such person has been in the regular employ of the employer

. for at least six months of the twelve-month period preceding the said

admission date;

(e) Any member who has restored all contributions that may have
been withdrawn as provided by RCW 41.40.150 and who on the effective
date of the individual's retirement becomes entitled to be credited
with ten years or more of membership service except that the provisions
relating to the minimum amount of retirement allowance for the member
upon retirement at age seventy as found in RCW 41.40.190(4) shall not
apply to the member;

(f) Any member who has been a contributor under the system for two
or more years and who has restored all contributions that may have been
withdrawn as provided by RCW 41.40.150 and who on the effective date of
the individual's retirement has rendered five or more years of service
for the state or any political subdivision prior to the time of the
admission of the employer into the system; except that the provisions
relating to the minimum amount of retirement allowance for the member
upon retirement at age seventy as found in RCW 41.40.190(4) shall not
apply to the member.
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(7) "New member" means a person who becomes -a member on or after.

April 1, 1949, except as otherwise provided in this section.

(8) (a) "Compensation earnable" for plan 1 members, means salaries
or wages earned during a payroll period for personal services and where
the compensation is not all paid in money, maintenance compensation

‘shall be included upon the basis of the schedules established by the.

member's employer.

(1) "Compensation earnable” for plan 1 members also 1ncludes the
following actual or imputed payments, which are not paid for personal
services: '

(A) Retroactive payments to an individual by an employer 'on
reinstatement of the employee in a position, or payments by an employer
to an indi?idual in lieu of reinstatement in a position which are
awarded or granted as the equivalent of the salary or wage which the
individual would have earned during a payroll period shall be
considered compensation earnable and the individual shall receive the
equivalent service credit;

(B) If a leave of absence is taken by an individual for the purpose
of serving in the state legislature, the salary which would have been
received for the position from which the leave of absence was taken,
shall be considered as compensation earnable if the employee's
contribution is paid by the employee and the employer's contribution is
paid by the employer or employee;

(C) Assault pay only as authorized by RCW 27.04.100, 72.01.045, and
72.09.240; ' »

(D) Compensation that a member would have received but for a
disability occurring in the line of duty only as authorized by RCW
41.40.038;

(E) Compensation that a member receives due to participation in the
leave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and

(F) Compensation that a member receives for belng in standby
status. For the purposes of this section, a member is in standby
status when not being paid for time actually-worked and the employer
requires the member to be prepared to report immediately for work, if
the need arises, although the need may not arise.

(ii) "Compensation earnable" does not include:
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(A) Remuneration for unused sick leave authorized under RCW
41.04.340, 28A.400.210, or 28A.310.490;

(B) Remuneration for unused annual leave in excess of thirty days
as authorized by RCW 43.01.044 and 43.01.041.

(b) "Compensation earnable" for plan 2 and plan 3 members, -means
salaries or wages earned by a member during a payroll period for
personal services, including overtime payments, and shall include wages
and salaries deferred under provisions established pursuant to sections
403 (b), 414(h), and 457 of the United States Internal Revenue Code,_but
shall exclude nonmoney,maintenanée compensation and lump sum or othep
payments for deferred annual sick leave, unused accumulated vacation,
unused accumulated annual leave, or any form of severance pay.

"Compensation earnable" for plan 2 and plan 3 members also includes
the following actual or imputed payments, which are not paid for
personal services: ’ _

(i) Retroactive payments to an individual by an employer on
reinstatement of the employee in a position, or payments by an employer

to an individual in lieu of reinstatement in a position which are
.awarded or granted as the equivalent of the salary or wage which the

individual would have earned during a payroll period shall be
considered compensation earnable to the extent provided above, and the
individual shall receive the equivalent service credit;

(ii) In any year in which a member serves in the legislature, the
member shall have the option of having such member's compensation
earnable be the greater of:

(A) The compensation earnable the member would have received had
suéh member not served in the legislature; or

(B) Such member's actual compensation earnable recei#ed for
nonlegislative public employment and legislative service combined. Any
additional contributions to the retirement system required because
compensation earnable under (b) (ii) (A) of this subsection is greater
than compensation earnable under (b) (ii) (B) of this subsection shall be
paid by the member for both member and employer contributions;

(iii) Assault pay only as authorized by RCW 27.04.100, 72.01.045,
and 72.09.240; |

(iv) Compensation that a member would have received but for a
disability occurrihg in the line of duty only as authorized by RCW
41.40.038;
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(v) Compensation that a 'member receives due to participation.in the .
leave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and :

(vi) Compensation that a member receives for being in standby
status. For the purposes of this section, a member is in standby
status when not being paid forltime actually worked and the employer
requires the member to be prepared to réport immediately for work, if
the need arises, although the need may not arise.

(9) (a) "Service" for plan 1 members, except as. provided in RCW

41.40.088, means periods of employment in an eiigible position or

positions for one or more employers rendered to any employer for which
compensatibn is paid, and includes time spent in office as an elected
or appointed official of an employer. Compénsation earnable earned in
full time work for seventy hours or more in any given calendar month
shall constitute one service credit month except as provided in RCW
41.40.088. Compensation earnable earned for less than seventy hours in
any calendar month shall constitute one-qqgrtet service credit month of
service except as provided in RCW 41.40.088. Only service credit
months and one-quarter service credit months shall be counted in the
computation of any retirement allowance or other benefit provided for
in this chapter. Any fraction of a year of service shall be taken into
account in the computatioﬁ of such retirement allowance or benefits.
Time spent in standby status, whether compensated or not, is not
service. .

(i) Service by a state employee officially assigned by the state on
a temporary basis to assist another public agency, shall be considered
as service as a state employee: PROVIDED, That service to any'other
public agency shall not be considered service as a state employee if.
such service has been used to establish benefits in ahy other public
retirement system.

(ii) An individual shall receive no more than a total of twelve
service credit months .of service during any calendar year. If an
individual is employed in an eligible position by one or more employers
the individual shall receive no more than one service credit month
during any calendar month in which multiple service for seventy or more
hours is rendered.

(iii) A school district employee may count up to forty-five days of 
sick leave as creditable service solely for the purpose of determining

Code Rev/LL:seg | 26 z-0141.1/05



O W 0o N oy B WD -

eligibility to retire under RCW '41.40.180 as authorized by RCW
28A.400.300. For purposes of plan 1 "forty-five days" as used in RCW
28A.400.300 is equal to two service credit months. Use of less than
forty-five days of sick leave is creditable as allowed under this
subsection as follows: ‘

(A) Less than twenty-two days equals one-quarter service credit
month; '

(B) Twenty-two days equals one service credit month;

(C) More than twenty-two days but less than forty~five_days_equals'
one and 6né-quarter service credit month. - o

(b) "Sérvice" for plan 2 and plaﬁ 3 members, meéns periods of -
employment by a member in an eligible position or positions for one or
more employers for which compensation earnable is paid. Compensation
earnable earned for ninety or more hours in any calendar month shall
constitute one service credit month except as provided in RCW
41.40.088. Compensation earnable earned for at least seventy hours but
less than ninety hours in any calendar month shall constitute one-half
service credit month of service. Compensation earnable earned for less
than seventy hours in any calendar month shall constitute one-quarter
service credit month of service. Time spent in standby status, whether
compensated or not, is not service.

Any fraction of a year of service shall be taken into account in
the computation of such retirement allowance or benefits.

(i) Service in any state elective position shall be deemed to be
full time service, except that persons serving in state elective
positions who are members of the Washington school employees'
retirement system, teachers’ retirement system, public safety
employees' retirement system;, or law enforcement officers' and fire
fighters' retirement system at the time of election or appointment to
such position may elect to continue membership in the’Washington school
employees' retirement system, teachers' retirement system, public
safety employees' retirement system, or law enforcement officers' and
fire fighters' retirement system.

(ii) A member shall receive a total of not more than twelve service
credit months of service for such calendar year. If an individual is
employed in an eligible position by one or more employers the
individual shall receive no more than one service credit month during
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any calendar month in which multiple service for ninety or more hours.
is rendered.

(iii) Up to forty-five days of sick leave may be creditable as-
service solely for the purpose of determining eligibility to retire
under RCW 41.40.180 as authorized by RCW 28A.400.300. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A.400.300 is equal
to two service credit months. Use of less than forty-five days of sick
leave is creditable as allowed under this subsection as follows:

(A) Less than eleven days equals one-quarter service credit month;

(B) Eleven or more days but less than twenty-two days equals one-
half service credit month;

(C) Twenty-two days equals one service credit month;

(D) More than twenty-two days but less than thirty-three days
equals one and one-quarter service credit month;

(E) Thirty-three or more days but less than forty-five days equals
one and one-half service credit month. ' '

(10) "Service credit year" means an accumulation of months of
service credit which is equal to one when divided by twelve.

(11) "Service credit month" means a month or an accumulation of
months of service credit which is equal to one.

(12) "Prior service" means all service of an original member
rendered to any employer prior to October 1, 1947.

(13) "Membership service" means: r

(a) All service rendered, as a member, after October 1, 1947;

(b) All service after October 1, 1947, to any employer prior>to the
time of its admission into the retirement system for which member and
employer contributions, plus interest as required by RCW -41.50.125,
have been paid under RCW 41.40.056 or 41.40.057;

(c) Service not to exceed six consecutive months of probationary
service rendered after April 1, 1949, and prior to becoming a'member,
in the case of any member, upon payment in full by such member of the
total amount of the employer's contribution to the retirement fund
which would have been required under the law in effect when such
probationary service was rendered if the member had been a member
during such period, except that the amount of the employer's
contribution shall be calculated by the director based on the first
month's compensation earnable as a member;
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(d) Service not to exceed six consecutive months of probationary
service, rendered after October 1, 1947, and before April 1, 1949, and
prior to becoming‘a member, in the case of any member, upon payment in
full by such member of five percent of such member's salary during said
period of probationary service, except that the amount of the
employer's contribution shall be calculated by the director based on
the first month's compensation earnable as a member. _

(14) (a) "Beneficiary" for plan 1 members, means-any person in
receipt of a retirement allowance, pension or other benefit provided by
this chapter. , '

(b) "Beneficiary" for plan 2 and plan 3 members, means any person
in receipt of a retirement allowance or other benefit provided by this
chapter resulting from service rendered to an employer by another
person. '

(15) "Regular interest"” means such rate as the director may
determine.

(16) "Accumulated contributions" means the sum of all contributions
standing to the credit of a member in the member's individual account,
including any amount paid under RCW 41.50.165(2), together with the
regular interest thereon. ' v '

" (17) (a) "Average final ‘compensation" for plan 1 members, means the
annual average of the greatest compensation earnable by a member during
any consecutive two year period of service credit months for which
service credit is allowed; or if the member has less than two years of
service credit months then the énnual-average compensation earnable
during the total years of service for which service credit is allowed.

(b) "Average final compensation" for plan 2 and plan 3 members,
means the member's average compensation earnable of the highest
consecutive sixty months of service credit months prior to such
member's retirement, termination, or death. Periods constituting
authorized leaves of absence may not be used in the calculation of
average final compensation except under RCW 41.40.710(2).

(18) "Final compensation" means the annual rate of compensation
earnable by a member at the time of termination of employment.

(19) "Annuity" means payments for life derived from accumulated‘
contributions of a member. All annuities shall be-paid in monthly

installments.
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(20) "Pension" means payments for life derived from contributions.
made by the employer. - All pensions shall be paid in monthly
installments.

(21) "Retirement allowance" means the sum of the annulty and the
pension. .

(22) "Employee" or "employed" means a person who is providing
services for compensation to an employer, unless the person is free
from the employer's direction and control over the performance of work.
The department shall adopt rules and interpret this subsection
consistent with common law.

(23) "Actuarial equivalent" means a benefit of equal value when
computed upon the basis of such mortality and other tables as may be
adopted by the director. '

(24) "Retirement" means withdrawal from active service with a
retirement allowance as provided by this chapter.

(25) "Eligible position" means:

(a) Any position that, as defined by the employer, normally
requires five or more months of service a year for which regular
compensation for at least seventy hours is earned by the occupant
thereof. For purposes of this chapter an employer shall not define
"position" in such a manner that an employee's monthly work for that
employer is divided into more than one position;

(b) Any position occupied by an elected off1c1al Oor person
appointed directly by the governor, or appointed by the chief justice
of the supreme'court under RCW 2.04.240(2) or 2.06.150(2), for which
compensation is paid.

(26) "Ineligible position" means any position which does not
conform with the requirements set forth in subsection (25) of this
section. ’

(27) "Leave of absence" means the period of time a member is
authorized by the employer to be absent from service without being
separated from membership.

(28) "Totally incapacitated for duty" means total inability to
perform the duties of a member's employment or office or any other work
for which the member is qualified by training or experience.

(29) "Retiree" means any person who has begun accruing a retirement
allowance or other benefit provided by this chapter resulting from
service rendered to an employer while a member.
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(30) "Director" means the director of the department. _

(31) "State elective positidq" means any position held by any
persdn elected or appointed to statewide office or elected or appointed
as a member of the legislature.

(32) "State actuary" or "actuary" means the person appointed -
pursuant to RCW 44.44.010(2). S

(33) "Plan 1" means the public employees' retirement system, plan
1 providing the benefits and funding provisions covering persons whb

first became members of the system prior to October 1, 1977.

(34)'"Plan 2" means the public employees' retirement system, plaq
2 providing the benefits and funding provisions covering persons who
first became members of the system on and after October 1, 1977, and
are not included in plan 3.

(35) "Plan 3" means the public employees' retirement system, plan
3 providing the benefits and funding provisions covering persons who:

(a) First become a member on or after:

(i) March 1, 2002, and are employed by a state agency or institute

-0f higher education and who did not choose to enter plan 2; or

(ii) September 1, 2002, and are employed by other than a state
agency or institute of higher education and who did not choose to enter
plan 2; or o

(b) Transferred to plan 3 under RCW 41.40.795.

(36) "Index" means, for any calendar year, that year's annual
average consumer price index, Seattle, Washington area, for urban wage
earners and clerical workers, all items, compiled by the bureau of
labor statistics, United States department of labor.

(37) . "Index A" means the index for the year prior ~to the
determination of a postretirement adjustment.

(38) "Index B" means the index for the year prior to index A.

(39) "Index year" means the earliest calendar year in which the
index is more than sixty percent of index A.

(40) "Adjustment ratio" means the value of index A divided by index

(41) "Annual increase" means, initially, fifty-nine cents per month
per year of service which amount shall be increased each July 1lst by
three percent, rounded to the nearest cent.

(42) "Separation from service" occurs when a person has terminated
all employment with an employer. Sepération from service or employment
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does not occur, and if claimed by an employer or employee may be a
violation of RCW 41.40.055, when an employee and employer have a
written or oral agreement to resume employment with the same employer .
following termination. Mere expressions or inquiries about

postretirement employment by an employer or employee that do not

‘constitute a commitment to reempldy the emplovee after retirement are

not an agreement under this subsection.
(43) "Member account"” or "member's account" for purposes of plan 3
means the sum of the contributions and earnings on behalf of the member

in the defined contribution portion of plan 3.

Sec. 6. RCW 41.40.037 and 2003 c 412 s 5 and 2003 c 295 s 7 are

~each reenacted and amended to read as follows:

(1) (a) If a retiree enters employment with an employer sooner than
one calendar month after his or her accrual date, the retiree's monthly

‘retirement allowance will be reduced by five and one-half percent for

every eight hours worked during that month. This reduction will be
applied each month until the retiree remains absent from employment
with an employer for one full calendar month.

(b) The benefit reduction provided in (a) of this subsection will
accrue for a maximum of one hundred sixty hours per month. Any benefit
reduction over one hundred percent will be .applied to the benefit the
retiree is eligible to receive in subsequent months.

(2)(&) Except as provided in (b) of this subsection, a retiree from
plan 1 who enters employment with an employer at least one calendar
month after his or her accrual date may continue to receive pension
payments while engaged in such service for up to eight hundred sixty-
seven hours of service in a calendar year without a reduction of
pension. |

(b) A retiree from plan 1 who enters employment with an employer at
least three calendar months after his or her accrual date and:

(1) Is hired pursuant to a written policy into a position for which
the employer has documented a justifiable need to hire a retiree into
the position; '

(ii) Is hired through the established process for the position with

the approval of: A school board for a school district; the chief

executive officer of a state agency employer; the secretary of the
senate for the senate; the chief clerk of the house of representatives
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for the house of representatives; the. secretary of the senate and the
chief clerk of the house of representatives Jjointly for the joint
legislative audit and review committee, the legislative transportation
committee, the joint committee on pension policy, the legislative
evaluation and accountability program, the legislative systems
committee, and the statute law committee; or according to rules adopted
for the rehiring of retired plan 1 members for a local government
employer; :

(1ii) The employer retains records of the procedures followed and
de0181ons made in hiring the retiree, and provides those records in the
event of an audit; and

(iv) The employee has not already rendered a cumulative total of
more than ((emne—theousand—nine—hundred)) three thousand one hundred
sixty-five hours of service while in receipt of pension payments beyond
an annual threshold of eight hundred sixty-seven hours;
shall cease to receive pension payments while engaged in that service
after the retiree has rendered service for more than one thousand five
hundred hours in a calendar year. The ((ore—thousand—nine—hundred
heur) ) cumulatlve total llmltatlons under this subsection ((appiies))
apply prospectively ((te—these—retiring after—July27+—20603,——and
retreactively—to—those—who—¥retiredprieor—to—July2+—2003,—and shaltli-be
ea}eﬁ}a%ed—ffem—%he—éa%e—ef4£e%éfemené)) aftér the effective date of
this act. Hours beyond the annual threshold of eight hundred sixty-

seven that have already been accrued by reemploved retirees prior to
the effective date of this act shall not count toward the three
thousand one hundred sixtyv-five hour cumulative total.

(c) When a plan 1 member renders service beyond eight “hundred
sixty-seven hours, the department shall collect from the employer the
applicable employer retirement contributions for the entire duration of
the member's employment during that calendar year.

(d) A retiree from plan'2 or plan 3 who has satisfied the break in
employment requirement of subsection (1) of this section may work up to
eight hundred sixty-seven hours in a calendar year in an eiigible
position, as defined in RCW 41.32.010, 41.35.010, or 41.40.010, or as
a fire fighter or law enforcement officer, as defined in RCW 41.26.030,
without suspension of his :or her benefit.

(3) If the retiree opts to reestablish’ membership under RCW
41.40.023(12), he or she terminates his or her retirement status and
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becomes a member. Retirement benefits shall not accrue during the.

period of membership and the individual shall make contributions and

receive membership credit. Such a member shall have the right to again-
retire if eligible in accordance with RCW 41.40.180. However, if the
right to retire is exercised to become effective before the member has
rendered two uninterrupted years of service, the retirement formula and
survivor options the member had at the time of the member's previous
retirement shall be reinstated.

(4) The department shall collect and provide the state actuary with
information relevant to the use of this section for the select
committee on pension policy.

(5) The 1legislature reserves the right to amend or repeal this
section in the future and no member or beneficiary has a contractual
right to be employed for more than five months in a calendar year
without a reduction of his or her pension.

Sec. 7. RCW 41.40.037 and 2004 c 242 s 63 are each amended to read
as follows:

(1) (a) If a retiree enters employment with an employer sooner than
one calendar month after his or her accrual date, the retiree's monthly
retirement allowance will be reduced by five and one-half percent for
every eight hours worked during that month. This reduction will be
applied each month until the retiree remains absent from employment
with an employer for one full calendar month.

(b) The benefit reduction provided in (a) of this subsection will
accrue for a maximum of one hundred sixty hours pef month. Any benefit
reduction over one hundred percent will be applied to the benefit the
retiree is eligible to receive in subsequent months.

(2) (a) Except as provided in (b) of this subsection, a retiree from
plan 1 who enters employment with an employer at least one calendar
month after his or her accrual date may continue to receive pension
payments while engaged in such service for up to eight hundred sixty-
seven hours of service in a calendar year without a reduction of
pension. '

(b) A retiree from plan 1 who enters employment with an employer at
least three calendar months after his or her accrual date and:

(i) Is hired into a position for which the employer has documented
a justifiable need to hire a retiree into the position;
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(ii) Is hired through the established process for the position with
the approval of: A school board for a school district; the chief
executive efficer of a state agency employer; the secretary of the
senate for the senate; the chief clerk of the house of representatives
for the housé of representatives; the secretary of the senate and the
chief clerk of the house of representatives jointly for the joint
legislative audit and review committee, the 1egisiative transportation
committee, the joint committee on pension policy, the legislative
evaluétion and accountability program, the 1legislative sYstems
committee, and the statute law committee; or according to rules adopted
for the rehiring of retired plan 1 members for a local government
employer;

(iii) The employer retains records of the procedures followed and
decisions made in hiring the retiree, and provides those records in the
event of an audit; and

(iv) The employee has not already rendered a cumulative total of
more than ((eﬁe—%he&sand—ﬁiﬁe—huﬁdfed)) three thousand one hundred
sixty-five hours of service while in receipt of pension payments beyond

an annual threshold of eight hundred sixty-seven hours;

shall cease to receive pension payments while engaged in that service
after the retiree has rendered service for more than one thousand five
hundred hours in a calendar year. The ((ene—theusand nine hundred
hour)) cumulative total limitations under this subsection ((épp%%es))
apply prospectively ((to—thoese—retiring after—July—27+—20603,—and

e lvtot] ] L red . o—Fuly—27— 2003, L chaltl]

eateulatedfrom—the date—of retirement)) after the effective date of
this act. Hours beyond the annual threshold of eight hundred sixty-

seven that have already been accrued by reemployed retirees prior to
the effective date of this act shall not count toward the three

thousand one hundred sixty-five hour cumulative total.
(c) When a plan 1 member renders service beyond eight hundred

'sixty-seven hours, the department shall collect from the employer the

applicable employer retirement contributions for the entire duration of
the member's employment during that calendar year.

(d) A retiree from plan 2 or plan 3 who has satisfied the break in
employment requirement of subsection (1) of this section may work up to
eight hundred sixty-seven hours in a calendar year in an eligiblé
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position, as defined in RCW 41.32.010, 41.35.010, 41.37.010, or.
41.40.010, or as a fire fighter or law enforcement officer, as defined.
in RCW 41.26.030, without suspension of his or her benefit. »

(3) If the retiree opts to reestablish membership under RCW
41.40.023(12), he or she terminates his or her retirement status and
becoﬁes a member. Retirement benefits shall not accrue during the .
period of membership and the individual shall make contributions and
receive membership credit. Such a member shall have the right to again
retire if eligible in accordance with RCW 41.40.180. However, if the
right to retire is exercised to become effective before the member has.
rendered two uninterrupted years of service, the retirement formula and
survivor options the member had at the time of the member's previous
retirement shall be reinstated.

(4) The department shall collect and provide the state actuary with

21

22

23
24

25
26

information relevant to the use of this section for the select
committee on pension policy. '

(5) The legislature reserves the right to amend or repeal this
section in the future and no member or beneficiary has a contractual
right to be employed for more than five months in a calendar year
without a reduction of his or her pension.

NEW SECTION.
effect January 1,

NEW SECTION.
July 1, 2006.

NEW SECTION.

Sec. 8. Sections 1 through 4 and 6 of this act take

Sections 5 and 7 of this act take effect

Sections 4 and 6 of this act expire July 1,

2006.

-—- END ---
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE. BILL NUMBER:
Office of the State Actuary 035 10/5/04 Z-0157/05/ Z-0141/05

SUMMARY OF BILL:

This bill impacts the Teachers’ Retirement System (TRS) Plan 1 and the Public Employees’ Retirement
System (PERS) Plan 1. 1t adds the same general hiring qualifications to TRS 1 as currently exist for PERS
1 retirees who seek to work in excess of 867 hours annually. Those include a prohibition of any written or
verbal agreement to return to work with the same employer. Under the legislation, a TRS 1 separation
from service that is pursuant to such an agreement would be nullified and would constitute a potential
misdemeanor violation of the statute entitled “Penalties for False Statements.” Further, TRS 1 employers
are subject to certain record-keeping requirements when they hire these retirees, including documentation
of the need to hire the retirees and records of the actual hiring process. The language for these
requirements largely tracks that of the existing PERS 1 statute.

The proposed draft also requires both PERS and TRS Plan 1 employers to hire retirees pursuant to a
written policy. In the proposed legislation, the length of separation requirement (between retirement and
re-employment) for working beyond 867 hours is specified for TRS 1 as 45 days (rather than the 90 days
already in effect for PERS 1.) Also, this bill creates a new cumulative limit of 3165 hours worked over 867
for both plans (from no cumulative total limitin TRS 1 and from a 1900-hour cumulative total limit in PERS
1). The new cumulative limit starts anew as of the effective date of the bill, which is January 1, 2006.
Finally, the contractual right to post-retirement employment in TRS 1 is expanded from 525 hours per year
to 867 hours.

Effective Date: January 1, 2008.

CURRENT SITUATION:

Generally, all retired members of PERS and TRS have a waiting period before they may return to
employment. In most instances, the waiting period is thirty (30) days. If retirees return to work prior to
completion of the waiting period, their benefits are effectively suspended due to mandatory reductions in
the benefit amounts (5.5% for every eight hours worked during that month to a maximum of 160 hours in
PERS, and 5.5% for every seven hours worked during the month to a maximum of 140 hours in TRS).

The PERS and TRS systems allow retirees to return to employment, but there are limits on the number of
hours that may be worked without suspension of retirement benefits. The hour limits start over with each
new calendar year and vary among the plans. For the Plans 1, retirees may work up to a limit of 1,500
hours without suspension of their pension benefits, however they are subject to limits on their contractual
rights to return to work of 5 months in PERS 1 and 525 hours in TRS 1.
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PERS 1 retirees are subject to more specific rules affecting waiting periods and hour limits. Those seeking
to return to work for 1,500 hours are subject to a 90-day waiting period. Also, these employees are subject
to a 1900-hour cumulative or “lifetime” imit on the number of hours that may be worked beyond 867 hours
annually. Once the 1,900 hour limit is reached, PERS 1 retirees may work up to 867 hours in subsequent
calendar years before their benefits are suspended. PERS 1 retirees are also subject to an amended
definition of “separation from service” so that any written or verbal agreement to return to work with the
same employer nullifies the separation and creates a potential violation of the statute entitled “Penalties for
False Statements,” RCW 41.40.55. Further, employers are subject to certain record-keeping requirements
when they hire these retirees to work for 1,500 hours, including documentation of the need to hire the
retirees and records of the actual hiring process.

FISCAL IMPACT:

The fiscal impact of this proposal to the affected retirement systems is indeterminate. During the 2003
interim, the Select Committee on Pension Policy studied this issue and recommended that a proposal to
charge individual employers for the cost of the expansion of the post-retirement employment provisions be
deferred until further data and study is available. Further data and study is not available at this time.
Therefore, the cost of the original legislation and any modifications to that legislation is indeterminate at
this time.
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October 4, 2004

Chair, Select Committee on Pension Policy
Subject: The Rehire Waiting Period Provision of the draft RCW 41.32.570

The purpose of this letter is to provide input concerning the revision of RCW
41.32.570. Further refinement of the waiting period provision by the SCPP is suggested as
presented below.

Revised language (see subsection (3) of version “E” of the draft legislation) has
provided an exception (one and one-half months) will ensure that retiring teachers that
complete their employment contract prior to June 30 will have access to being rehired for the
next full school year without penalty. However, the provision still excludes the retiring
teachers that can not complete their employment contract prior to June 30. Their accrual
date is August 1; and therefore, they would have to accept the 5.5 % per day penalty if
employed prior to August 30. It should be noted that most school districts require work days
in August in preparation for the start of the school year.

Consideration should be given to including provisions in the recommended legislation
that will statutorily allow all retiring teachers to have equal access to the full year rehired
process.

Inserting language within subsection (1) & (3), as indicated below, would do this.

Add a new subsection (1)(b) that reads; (1){b) The one calendar month
waiting period specified in subsection {1){(a) of this section may be

reduced to one half of a calendar month if the retiring teacher has completed
all contracted service in the school year in which retirement occurs.,

(3) Any retired administrator who enters service in any public

educational institution in Washington state one and one-half

calendar months or more after his or her accrual date; or any teacher
who enters similar service one-half of a month after the accrual date, and:
(a) Is hired pursuant to a written paolicy ...

The teacher who is required to complete the school year in July because of
contracted service should have the same access to the rehired process as does the retiring
TRS 1 teacher who completes contracted service in June. The trade off is that the one half
month waiting period would apply to all retiring teachers, but not administrators, and the one
half month period would not apply unless the teacher completes the school year.

This is a faimess and equality policy issue. If a provision can be made to
accommodate some retiring TRS 1 teachers, than the provision should ensure that all of the
TRS 1 teachers who complete their employment contract are also included.

Thank you for taking the time to review this matter which deserves current attention by
the SCPP.

Bobby J Woolley



October 1, 2004

Members, Select Committee on Pension Policy

Subject: Revision of RCW 41.32.570

The purpose of this letter is to provide written testimony to the SCPP concerning
revision of RCW 41.32.570. The issue is the clarification of the term school year. The
original language that was adopted in 2001 utilized the term school year to describe the
period to which the 1500-hour limitation applies. Version “E” of the 2004 draft legislation
(that is being currently considered) continues to use the term school year in reference to the
1500-hour provision.

DRS currently considers that this reference to school year is meant to mean the same
twelve-month period as its fiscal year. The result is that WAC 415-112-541, which
implements RCW 41.32.570, applies the 1500- hour limitation on the basis of DRS’s fiscal
year, not the State’s school year. This confusion arises because the school year is not
defined in WAC 41.32.010 (Definitions), nor in WAC 41.32.570 or the current draft
legislation.

It should be further noted that DRS is currently in the process of revising WAC 415-
112-541. In doing so, the Department has proposed language that continues to apply the
1500-hour limitation provision on the basis of its fiscal year. This DRS perspective ignores
the specific statutory language. Certainly clarifying legislative intent as to the correct twelve-

month period is merited; and should not be overlooked during the current SCPP
considerations.

It is suggested that clarification should be provided in the SCPP’s recommended
revision of RCW 41.32.570. This can be done by adding a clarifying reference to the
statutory definition of school year as contained in RCW 28A.150.040. This same format has
also been utilized in RCW 41.32.013 to describe the school year as an annual period. The
following wording could be inserted into the draft rehire legislation as indicated below.

See Draft Version “E”, Section 3, RCW 41.32.570 (2003 C295 s 6),
next to last line of subsection (3)(d):

... after the retiree has rendered service for more
than one thousand five hundred hours in a school year,
as defined in RCW 28A.150.040. The cumulative total” ...

| will be available to provide additional information during the verbal testimony during
the SCPP’s October 19, 2004 meeting. Thank you for reviewing and acting on this request.

BRc

Bobby J Woolley



et Committee on Pension Policy

Executive Committee Membership
(October 12, 2004)

Issue The issue addressed in this report is whether a
retiree representative should be added to the
Executive Committee of the Select Committee on
Pension Policy (SCPP).

Staff Laura C. Harper, Senior Research Analyst/Legal
360-586-7616 '

Current Situation The composition of the Executive Committee is
: governed by statute. RCW 41.04.276(4) requires
the SCPP to establish an Executive Committee of
five members, including:

1. the chairperson (a Senator in even-
numbered years and a member of the
House in odd-numbered years);

2. the vice-chairperson (a member of the
House in even-numbered years and a
Senator in odd-numbered years);

3. one active member or representative from
an organization of active members of the
state retirement systems;

4. one employer representative or member of
the state retirement systems; and

5. one member from the directors of the
department of retirement systems and
office of financial management, serving in
alternate years.

§CPP Hll Committee
ASCPP\I00A\ID-19-04 ull\Executive Committee Membership.yipd

Bitaber 17 1004 Pageiof3



Selert (ommitiee on Pension Policy

History

The original legislation creating the SCPP and requiring the establishment of an
Executive Committee was passed in 2003, and has not been amended since
that time.

Analysis

The SCPP consists of twenty members coming from six categories of
membership: (1) four members of the senate, (2) four members of the house, (3)
four active members, (4) two retired members, (5) four employer members and
(6) the directors of the department of retirement systems and office of financial
management.

The Executive Committee is a five-member body of the SCPP. As provided in
SCPP Rule of Procedure No. 8, the Executive Committee sets the agendas for
SCPP meetings, recommends actions to be taken by the full SCPP and performs
all duties assigned to it by the SCPP. Currently, five of the six categories of
SCPP membership are represented on the Executive Committee. There is no
member of the Executive Committee from the sixth category, i.e. that of
retirees.

Adding a retiree representative to the Executive Committee would require
legislation due to the fact that the composition of the Executive Committee is
governed by statute. See the attached copy of RCW 41.04.276 (4). If such
legislation were to pass, the Executive Committee would then have six
members. While there is a potential for deadlock in any body consisting of an
even number of members, the Executive Committee has tended so far to act
largely by consensus in making its recommendations to the SCPP. In any
event, final actions are taken by the SCPP at large, which also has an even
number of members.

Supporting Information

A copy of the statute setting forth the current membership of the Executive
Committee is attached.

§CPP Full Committee
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Executive Committee Recommendation

At its meeting on September 7, 2004, the Executive Committee recommended
that a draft bill be prepared for the full SCPP that adds one retiree to the
Executive Committee.

Draft Bill

A draft bill amending the statute governing Executive Committee membership
is attached.

Fiscal Impact (Draft)

None.

§CPP Full Committee
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RCW 41.04.276
Select committee on pension policy -- Creation -- Membership - Terms of office --
Staff support.

(1) The select committee on pension policy is created. The select committee consists of:

(a) Four members of the senate appointed by the president of the senate, two of whom
are members of the majority party and two of whom are members of the minority party. At
least three of the appointees shall be members of the senate ways and means committee;

(b) Four members of the house of representatives appointed by the speaker, two of
whom are members of the majority party and two of whom are members of the minority
party. At least three of the appointees shall be members of the house of representatives
appropriations committee;

(c) Four active members or representatives from organizations of active members of the
state retirement systems appointed by the governor for staggered three-year terms, with no
more than two appointees representing any one employee retirement system;

(d) Two retired members or representatives of retired members' organizations of the
state retirement systems appointed by the governor for staggered three-year terms, with no
two members from the same system;

(e) Four employer representatives of members of the state retirement systems appointed
by the governor for staggered three-year terms; and

(f) The directors of the department of retirement systems and office of financial
management. ’

(2)(a) The term of office of each member of the house of representatives or senate
serving on the committee runs from the close of the session in which he or she is appointed
until the close of the next regular session held in an odd-numbered year. If a successor is
not appointed during a session, the member's term continues until the member is
reappointed or a successor is appointed. The term of office for a committee member who is
a member of the house of representatives or the senate who does not continue as a member
of the senate or house of representatives ceases upon the convening of the next session of
the legislature during the odd-numbered year following the member's appointment, or
upon the member's resignation, whichever is earlier. All vacancies of positions held by
members of the legislature must be filled from the same political party and from the same
house as the member whose seat was vacated.

(b) Following the terms of members and representatives appointed under subsection (1)
(d) of this section, the retiree positions shall be rotated to ensure that each system has an
opportunity to have a retiree representative on the committee.

(3) The committee shall elect a chairperson and a vice-chairperson. The chairperson
shall be a member of the senate in even-numbered years and a member of the house of
representatives in odd-numbered years and the vice-chairperson shall be a member of the
house of representatives in even-numbered years and a member of the senate in odd-
numbered years.

(4) The committee shall establish an executive committee of five members, including
the chairperson, the vice-chairperson, one member from subsection (1)(c) of this section,
one member from subsection (1)(e) of this section, and one member from subsection (1)(f)
of this section, with the directors of the department of retirement systems and the office of
financial management serving in alternate years.



(5) Nonlegislative members of the select committee serve without compensation, but
shall be reimbursed for travel expenses under RCW 43.03.050 and 43.03.060.

(6) The office of state actuary under chapter 44.44 RCW shall provide staff and
technical support to the committee.

[2003 ¢ 295 § 1.]



AN ACT Relatlng to adding one retlree representatlve to the _
executive committee of the select commlttee on pen51on pollcy,'and'.

amending RCW 41.04.276.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF-WASHINGTCNEff '

Sec. 1. RCW 41.04.276 and 2003 c 295 s 1 are each amended to read
as follows: _ o o o

(1) The seiect committee on pension policy is creéted}mmThetselect :
committee consists of: ' h o o

(a) Four members of the senate app01nted by the pre51dent of the
senate, two of whom are members of the majority party and two of whom
are members of the minority party. At least three of: the app01ntees
shall be members of the senate ways and means commlttee,j"'

~ (b) Four members of the house of representatives appointed by the

speaker, two of whom are members of the majority party.and:two~of whom
are members of the minority party. At least three of\the appointees
shall be members of the house of representatives appropriations
committee; | |

(c) Four active members or representatives from organizations of

Code Rev/LL:seg 1 Z-0158.1/05
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~active members of the state retirement systems appointed by the
governor for staggered three-year terms, with no more than two

app01ntees representing any one employee retirement system,-
'(d) Two retired members or representatives of retired members

'organlzations of the state retirement systems appointed by the governor
"for»staggered three-year terms, with no two members from the same

bzsystem;‘

- (e) Four employer‘ representativesv of members of the state
retirement systems app01nted by the governor for staggered three-year

“terms, and

(f) The directors of the department of retirement systems and

'yloffice of f1nanc1al management.

(2)(a) The term of office of each member of the house_-of; -
‘representatives or senate serving on the committee runs from the close
of - the'session in which he or she is appointed until the close of the
"next regular session held 1n an odd-numbered year. If a successor is
'_not app01nted during a session, the member s term continues until the

member: is reappointed or a successor is appointed. The term of office
for a commlttee member who is . a member of the house of representatives

or the senate who does not continue as a member of the senate or house

- of representatives ceases upon the convenlng of the next session of the
':legislature during the odd-numbered year following the member's

'appointment, or upon the member's resignation, whichever is earlier.
'-All vacancies of positions held by members of the legislature must be
 filled from the same political party and from the same house as the

member whose seat was vacated.

(b) Following the terms of members and representatives appointed
under subsection (1) (d) of this section, the retiree positions shall be
rotated to ensnre that each system has an opportunity to have a retiree
representative on the committee.

(3) The committee shall elect a chairperson and a vice-chairperson.
The chairperson shall‘be a member of the senate in even-numbered years
and a member of the house of representatives in odd-numbered years and
the vice-chairperson shall be a member of the house of representatives

'in' even-numbered years and a member of the senate in odd-numbered

years.
(4) The committee shall establish an executive committee of

( (£+we)) six members, including the chairperson, the vice-chairperson,

Code Rev/LL:seg . 2 Z-0158.1/05
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'{'One member from subsection (l)(c) cf this section, cne member”frOm

subsectlon (1) (d) of this section, one member from subsectlon (1)(e) of

‘this- sectlon, and one member from subsectlon (1)(f) of thlS sectlon,
_w1th the dlrectors of the department of retirement systems and the’

offlce of f1nanc1al management serv1ng 1n ‘alternate years _
(5) anleglslatlve members of. the select committee serve w1thout_;

v'compensatlon, but. shall be relmbursed for travel expenses under RCWt='
43.03.050 and 43.03.060. ' - . _ L

(6) The offlce of state actuary ‘under chapter 44,44 RCW shall‘[

'prov1de staff and technlcal support to the commlttee

—_—— END _——
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DRAFT FISCAL NOTE

REQUEST NO.

RESPONDING AGENCY:

Office of the State Actuary

CODE:

035

DATE:

10/5/04

BILL NUMBER:

Z-0151/05 / Z-0158/05

SUMMARY OF BILL:

This bill would add one retiree representative to the Executive Committee of the Select Committee on

Pension Policy.

Effective Date: 90 days after session.

CURRENT SITUATION:

Currently there are five members of the Executive Committee of the Select Committee on Pension Policy
representing five of the six categories of SCPP membership. The category of SCPP membership that is
not currently represented on the Executive Committee is that of “retired members or representatives of
retired members’ organizations of the state retirement systems.” The proposed legislation would add one

additional member to the Executive Committee from this category.

FISCAL IMPACT:

There is no fiscal impact.

O:Fiscal Notes\2005\Z-Drafts\Z-0151.wpd




Select Committee on Pension Policy

Interruptive Military

Service Credit
(October 12, 2004)

Issue The issue before the Select Committee on
Pension Policy is whether to expand
opportunities for members of the Washington
State Retirement Systems to acquire service
credit for periods of interruptive military service.

Staff Laura Harper, Senior Research Analyst/Legal
360-586-7616

Members Impacted All members of Washington’s retirement systems
may avail themselves of some form of military
service credit. “Interruptive” military service
credit is available to those who interrupt public
employment to serve in the uniformed military
branches of the United States. This type of
service is governed by the federal Uniformed
Services Employment and Re-employment
Rights Act (USERRA)!. The act is described in
more detail under the heading “Current
Situation.”

Current Situation

Interruptive military service is governed by federal law. At a minimum, public
employers must provide the protections specified in the Uniformed Services
Employment and Re-employment Rights Act (USERRA). USERRA was signed
into law in 1994, with amendments made in 1996, 1998 and 2000. This law
provides for the re-employment of individuals who leave employment to serve in
the uniformed military branches. Included in USERRA’s re-employment rights
is the right to restoration of retirement plan benefits.

Ottober 19, 1004 SCPP Ful Commitiee Page [ of 6
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For employers, the fundamental requirement of USERRA as it relates to
retirement plan benefits is to provide for recovery of the benefits that a re-
employed participant did not receive due to qualifying military service. The
employee must be treated for vesting and benefit accrual purposes as if he or
she had remained continuously employed. Employers do not have to begin
making up pension contributions until after the veteran returns to civilian
employment with the same employer. Employers may fund makeup
contributions over a period of three times the military service period, not to
exceed five years. A rehired veteran is not entitled to missed allocations for any
lost earnings on makeup contributions.

Generally, under USERRA, rehired veterans have up to three times the period
of service - not to exceed five years - to make up missed employee
contributions. The amount of makeup contributions is subject to the limits
that would have applied during the military service period. No interest is
charged on the contributions, because rehired veterans can only be charged
the amount they would have been permitted or required to contribute had they
remained continuously employed throughout the period of military service.
The Washington State Retirement Systems allow a five-year payback period for
employee contributions, regardless of the period of military service. Under
USERRA there are exceptions to this general rule that may allow for a longer
payback period.

The following hypothetical example illustrates how a member who is called into
active duty may obtain service credit for interruptive military service. Consider
a member of the Washington State Patrol Retirement System (WSPRS) who was
hired July 1, 1999 and was called into active service from July 1, 2003 through
June 30, 2004 after completing four years of service with WSPRS. This
member's salary was $40,000 when he left employment and he was required to
make an employee contribution of 2% of salary during the period of active
service. There was no required employer contribution. Assuming that the
member is re-employed upon his return from active duty (according to the
terms and conditions set forth in USERRA), the member has five years (more
generous than USERRA'’s three years) to pay back the contributions he would
have paid had he remained continuously employed. Therefore his total
payment obligation is:

2% x $40,000 x 1 year = $800

SCPP Full Committee
DASCPP\I004\10-19-04 Fulf\dntarruptive Mifitary Service wpd
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Assuming repayment, the member is treated as if he had been continuously
employed and his service credit had continued to accrue while away on active
duty. The member's vesting date (based on a five-year vesting period for this
plan) will be July 1, 2004. Note: the member's payback will vary from plan to
plan, as member contribution rates differ throughout the Washington State
Retirement Systems. Also, several of the Plans 1 (PERS 1, LEOFF 1 and
Washington State Patrol “Plan 1") allow interruptive military service credit at no
cost to the member if certain statutory conditions are met. See RCW
41.40.170, 41.46.190, 43.43.130(5) and 43.43.260(3)(a).

USERRA pre-empts state retirement policy in that all public employers must
meet the minimum requirements of this federal law. However, states have the
discretion to go beyond USERRA and grant benefits for the period of
interruptive service that are more generous than those available under the act.
The goal of USERRA is to treat employees who are called to active duty as if
they had been continuously employed. Employers who choose to go beyond
USERRA may reward active duty by paying all or part of the contributions that
the member would have paid during the period of active duty. They may also
provide all or part of the member's salary during the period of active service.

Options to Address Limitations of USERRA

1. Death in Service

While USERRA provides for the restoration of retirement benefits upon
re-employment of a member whose public employment was interrupted
by military service, it does not address the retirement benefits that would
have accrued to members who die while in active service or those who
are unable to be re-employed due to a disability. Thus, for example, if a
PERS 2 member would have reached ten years of service during the
period of interruptive military service and dies in action, but had only
nine years of service credit prior to leaving for active duty, the surviving
spouse would be limited to a refund (based on nine years of service
credit) and would not be able to receive a survivor benefit in the nature of
a pension payment (based on ten years of service credit). This could be
remedied by allowing the surviving spouse to pay the contributions that
the member would have paid but for the military service, and allowing
the service credit to accrue to the date of death.

$CPP Full (ommittee
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2. Total Disability in Service

Similarly, if the same member whose public employment was interrupted
by military service becomes totally incapacitated for continued
employment, that member’s disability allowance would based upon
service credit up to the date he/she left employment for military service
instead of to the date of disability. Allowing the disabled member to pay
the member contributions and restore service credit up to the date of
disability would be consistent with the federal policy of treating the
veteran for vesting and benefit accrual purposes as if he/she had been
continuously employed.

3. Employer Payments During Military Leave

Some Washington public employers are voluntarily paying all or part of
the salary of members on military leave. Currently, such income cannot
be reported to the Department of Retirement Systems (DRS). Thus none
of these members can continue to accrue service credit while on active
duty. They are, however, relieved of paying employee contributions
during the period of military leave. As provided in USERRA, such
members must wait until re-employment and pay back the member
contributions they would have made had they been continuously
employed so that service credit can be awarded. For vesting and accrual
purposes, such members will still be treated as if they had been
continuously employed.

Allowing employers to report these voluntary payments to DRS may
enable some members to continue to accrue service credit during periods
of interruptive military service for as long as their pension contributions
are being paid. In some instances, this approach could result in service
credit being awarded for a period of military service that does not result
in an honorable discharge. It could also allow for benefit accruals even
when the member, for whatever reason, does not return to the retirement
system. Thus some members who never would have qualified for
interruptive military service credit at all may be awarded service credit
under this kind of provision. While such service credit could later be
forfeited, DRS does not have a mechanism for tracking those who do not
return from service and who are dishonorably discharged. In addition,
DRS has no mechanism to forfeit service credit when contributions have
already been paid.

§CPP Full Committee
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The above-described options are being explored by the LEOFF 2 Board as
possible legislative options for 2005.

Executive Committee Recommendation

On September 7, 2005 the Executive Committee recommended that new
legislation be presented to the full SCPP that would address the limitations of
USERRA. These limitations have to do with the fact that under USERRA a
veteran must be re-employed to trigger USERRA rights; and those who die or
become totally disabled while in service are not able to reinstate service credit
under USERRA because they are not re-employed. The Executive Committee
also suggested that the SCPP consider amendments to existing law that would
allow members whose public employment is interrupted by serving in the
military and whose employers are voluntarily paying salary during military
leave to accrue service credit while serving in the uniformed services. This
would be accomplished by allowing such pay to be reported to the Department
of Retirement Systems (DRS) for pension purposes, and allowing the accrual of
corresponding service credit if the member and employer continue to pay the
required pension contributions during the period of interruptive service.

Bill Draft

The proposed bill draft is attached. Where interruptive military service credit is
already available to members at no cost, the draft continues the no-cost policy
for survivors and members who become totally disabled. LEOFF 1 is not
included in the draft because members of that plan already receive free
interruptive military service credit and there is no re-employment requirement.

Fiscal Note (Draft)

A draft fiscal note is attached.

SCPP Full (ommitiee
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Administrative Impacts

The OSA provided the bill draft to the Department of Retirement Systems and
LEOFF 2 Retirement Board staff on September 28, 2004. DRS has identified
administrative concerns with the pay differential element of the bill. In
addition, there is concern that the bill may generate additional administrative
responsibility in connection with the required disability determination.

1. For complete information about USERRA, see the USERRA Advisor,
http:/ /www.dol.gov/elaws /userra.htm.

October 19,2004 SCPP Full Committee
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AN ACT Relating to interruptive military service credit within the
public employees' retirement system, the school employees' retirement
system, the teachers' retirement system, the law enforcement officers'
and fire fighters' retirement system plan 2, the Washington state
patrol retirement system, and the public safety employees' retirement

' system; amending RCW 41.40.170, 41.40.710, 41.40.805, 41.35.470,

41.35.650, 41.32.260, 41.32.810, 41.32.865, 41.26.520, 43.43.260, and
41.37.260; and providing an effective date.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Sec. 1. RCW 41.40.170 and 2002 ¢ 27 s 2 are each amended to read
as follows: ' | _

(1) A member who has served or shall serve on active federal
service in the military or naval forces of the‘United States and who
left or shall leave an employer to enter such service shall be deemed
to be on military leave of absence if he or she has resumed or shall
resume employment as an employee within one year from termination
thereof.

(2) If he or she has applied or shall apply for reinstatement of
employment, within one year from termination of the military service,

Code Rev/LL:seg 1 Z-0163.1/05
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and is refused employment for reasons beyond his or her control, he or
she shall, wupon resumption of service within ten years have such
service credited to him or her.

(3) In any eﬁent, after completing twenty-five years of creditable
service, any member may have service in the armed forces credited to
him or her as a member whether or not he or she left the employ of an
employer to enter the armed service: - PROVIDED, That in no instance,
described in this section, shall military service in excess of five

.years be credited: AND PROVIDED FURTHER, That in each instance the

member must restore all withdrawn accumulated contributions, which
restoration must be.completed within five years of membership service
following the first resumption of employment or complete twenty-five
years of creditable service: AND PROVIDED FURTHER, That this section
will not apply to any individual, not a veteran within the meaning of
RCW 41.04.005.

(4) The surviving spouse or eligible child or children of a member

who left the employ of an employver to enter the uniformed services of

the United States and died while serving in the uniformed services mavy,

on _behalf of the deceased . member, apply for retirement svstem service

credit under this subsection up to the date of the member's death in

‘the uniformed services. The department shall éétablish the deceased

‘member's service credit if the surviving spouse or eligible child or

children:
(a) Provides to the director proof of the member's death while

serving'in'the uniformed services; and

(b) Provides to the director proof of the member's honorable

service in the uniformed services prior to the date of death.

(5) A member who leaves the employ of an emplover to enter the

uniformed services of the United States and becomes totally

incapacitated for continued employment by an employer while serving in

the uniformed services is entitled to retirement system service credit

under this subsection up to the date of discharge from the uniformed

services if:
{a) The member obtains a determination from the director that he or

she is totally incapacitated for continued employment due to conditions

or events that occurred while serving in the uniformed services; and

(b) The member provides to- the director proof of -honorable

discharge from the uniformed services.

Code Rev/LL:seg 2 Z2-0163.1/05
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(6) If the emplover of a member who leaves employment to enter the

uniformed services of the United States chooses to continue to pay all

or part of the member's salary during the period of interruptive

military service, such paid amounts may be reported to the department

for pension purposes and the member mav continue to . accrue the

corresponding service credit during the period of 1nterrth1ve militarvy

service for so long as the eleover and the member make the required

pension contributions.

Sec. 2. RCW 41.40.710 and 2000 c 247 s 1106 are each amended to
read as follows: ,

(1) A member who is on a paid leave of absence authorized by a
member's employer shall continue to receive service credit as provided
for under the provisions of RCW 41.40.610 through 41.40.740.

(2) A member who receives compensation from an employer while on an
authorlzed leave of absence to serve as an elected official of a labor
organization, and whose employer is reimbursed by the labor
organization for the compensation paid to the member during the period

-.of absence, may also be considered to be on a paid leave of absence.

This subsection shall only apply if the member's leave of absence is
authorized by a collective bargaining agreement that provides that the
member retains seniority rights with the employer during the period of
leave. The compensation earnable reported for a member who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargaining
agreement.

(3) Except as specified in subsection (4) of this section, a member
shall be eligible to receive a maximum of two years service credit
during a member's entire working career for those periods when a member
is on an unpaid leave of absence authorized by an employer. Such
credit may be obtained only if:

(a) The member makes both the plan 2 employer and member
contributions plus interest as determined by the department for the
period of the authorized leave of absence within five years of
resumption of service or prior to retirement whichever comes sooner; or

(b) If not within five years of resumption of service but prior to
retirement, pay the amount required under RCW 41.50.165(2).

Code Rev/LL:seg 3 Z-0163.1/05
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The contributions required under (a) of this subsection shall be
based on the average of the member's compensation earnable at both the
time the authorized leave of absence was granted and the time the

member resumed employment

(4) A member who leaves the employ of an employer to enter the
((ermed—Fforees)) uniformed services of the United States shall be
entitled to retirement system service credit for up to five years of
military service. This subsection shall be administered in a manner
consistent with the requirements of the federal uniformed services
employment and reemployment rights act.

(a) The member qualifies for service credit under this subsection
if: ]

(1) Within ninety days of the member's honorable discharge from the
uniformed services of the United States ((armed—£feorees)), the member
applies for reemployment with the employer who employed the member
immediately prior to the member entering the ( (Orited—States—armed
ferees)) uniformed services; and

(ii) The member makes the employee contributions required under RCW
41.45.061 and 41.45.067 within five years of resumption of service or
prior to retirement, whichever comes sooner; or

(iii) Prior to retirement and not within ninety daYs of the
member's honorable discharge or five years of resumption of service the
member pays the amount required under RCW 41.50.165(2).

(b) Upon receipt of member contributions under (a) (ii), (d) (iii),
or (e) (iii) of this subsection, the department shall establish the
member's service credit and shall bill the employer for its
contribution required under RCW 41.45.060, 41.45.061, and 41.45.067 for
the period of military service, plus interest as determined by the

department. ,
(c) The contributions required under (a) (ii), (d) (iii), or (e) (iii)

of this subsection shall be based on the compensation the member would
have earned if not on leave, or if that cannot be estimated with
reasonable certainty, the compensation reported for the member in the
year prior to when the member went on military leave.

(d) The surviving spouse or eligible child or children of a member

who left the employ of an employer to enter the uniformed services of

the United States and died while serving in the uniformed services may,

on behalf of the deceased member, apply for retirement system service
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credit under this subsection up to .the date of the member's death in

the uniformed services. The department ‘'shall establish the deceased

member's service credit if the surviving spouse or eligible child or

children:
{i) Provides to the director proof of the member's death .while

serving in the uniformed services;

(ii) Provides to the director proof of the member's honorable

service in the ﬁniformed services prior to the date of death; and
(iii) Pays the emplovee contributions required under chapter 41.45

RCW _within five years of the date of death or prior to the distribution

of any benefit, whichever comes first.

(e) A member who leaves the emplov of an employver to enter the

uniformed services of +the United States and becomes totally

incapacitated for continued employvment by an employer while serving in

the uniformed services is entitled to retirement system service credit

under this subsection up_to the date of discharge from the uniformed

services if:

(i) The member obtains a determination from the director that he or

~she is_totally incapacitated for continued employment due to conditions

or events that occurred while serving in the uniformed services;

(ii) The member provides to the director proof of honorable

discharge from the uniformed services; and

(iii) The member pays the emplovee contributions required under

chapter 41.45 RCW within five vears of the director's determination of

total disability or prior to the distribution of any benefit, whichever

comes first.
{f) If the employer of a member who leaves employvment to enter the

uniformed services of the United States chooses to continue to pay all

or part of the member's salary during the period of interruptive

military service, such paid amounts may be reported to the department_

for pension purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military

service for so long as the employver and the member make the reguired

pension contributions.

Sec. 3. RCW 41.40.805 and 2000 c 247 s 306 are each amended to

read as follows:
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- (1) A member who is on a paid leave of absence authorized by a
member's employer shall continue to receive service credit.

(2) A member who receives compensation from an employer while on an
authorized leave of absence to serve as an elected official of a labor -
organization, and whose employer . is reimbursed by the labor
organization for the compensation paid to the member during the period
of absence, may élso be considered to be on a paid leave of absence.
This subsection shall only apply if the member's leave of absence is
authorized by a collective bargaining agreement that provides that the

_ member retains seniority rights with the employer during the period of

leave. The earnable compensation reported for a member who establishes
service credit under this subsection may not be greatef than the salary
paid to the highest paid job class covered by the collective bargaining
agreement.

(3) Except as specified in. subsection (4) of this section, a member
shall be eligible to receive a maximum of two years service credit
during a member's entire working career for those periods when a member
is on an unpaid leave of absence authorized by an employer. Such
credit may be obtained only if:

(a) The member makes the contribution on behalf of the employer,
plus interest, as determined by the department; and

(b) The member makes the employee contribution, plus interest, as
determined by the depariment, to the defined contribution portion.

The contributions required shall be based on the average of the
member's earnable compensation at both the time the authorized leave of
absence was granted and the time the member resumed employment.

(4) A member who leaves the employ of an employer to enter the
( (armed—=Ffeorees)) uniformed services of the United States shall be
entitled to retirement system service credit for up to five years of
military service 1f within ninety days of the member's honorable
discharge from the uniformed services of the United States ((axmed

forees)), the member applies for reemployment with the employer who
employed the member immediately prior to the member entering the
( (Baited States——armed—Ffeorees)) uniformed services. This subsection
shall be administered in a manner consistent with the requirements of
the federal uniformed services employment and reemployment rights act.

The department shall establish the member's service credit and
shall bill the employer for its contribution required under RCW
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41.45.060 and 41.45.067 for the period  of military service, plus
interest as determined by the department. Service credit under this
subsection may be obtained only if the member makes the employee
contribution to the defined contribution portion as determined by the
department. _ , v

The contributions required shall be based on the compensation the
member would have earned if not on leave, or if that cannot be
estimated with reasonable certainty, the compensation reported for the
member in the year prior to when the member went on military leave.

(a) The surviving spouse or eligible child or children of a member

who left the employ of an employer to enter the uniformed services of

the United States and died while serving in the uniformed services may,

on behalf of the deceased member, apply for retirement system service

credit under this subsection up to the date of the member's death in

the uniformed services. The department shall establish the deceased

member's service credit if the surviving spouse or eligible child or

children:

(i) Provides to the director proof of the member's deéth,while

serving in the uniformed services:

(ii) Provides to the director proof of the member's honorable

service in the uniformed services prior. to the date of death; and

(iii) Pays the emplovee contributions required under _this

subsection within five vears of the date of death or prior to the

distribution of any benefit, whichever comes first.

{b) A member who leaves the employ of an employer to enter the

uniformed services of the United States and becomes ~ totally

incapacitatedvar continued employment by an employer while serving in

the uniformed services is entitled to retirement system service credit

under this subsection up -to the date of discharge from the uniformed

services if:
{i) The member obtains a determination from the director that he or

she is totally incapacitated for continued employment due to conditions

or events that occurred while serving in the uniformed services:

{(ii) The member ‘provides to the director proof of honorable

discharge from the uniformed services; and

(1ii) The member pays the employee contributions reguired under

this subsection within five vears of the director's determination of
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total disability or prior to the distribution of any benefit, whichever
comes first. '
(c) If the emplover of a member who leaves employment to enter the

uniformed services of the United States chooses to continue to pay all

or part of the member's salary during the period of interruptive

military service, such paid amounts may be reported to the department

for pension purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military

" service for so long as the employver and the member make the required

pension contributions.

Sec. 4. RCW 41.35.470 and 1998 ¢ 341 s 108 are each amended to
read as follows: '

(1) A member who is on a paid leave of absence authorized by a
member's employer shall continue to receive service credit as provided
for under the provisions of RCW 41.35.400 through 41.35.599.

(2) A member who receives compensation from an employer while on an
authorized leave of absence to serve as an elected official of a labor
organization, and whose employer 1is reimbursed by the labor
organization for the compensation paid to the member during the period
of absence, may also be considered to be on a paid leave of absence.

This subsection shall only apply if the member's leave of absence is

rauthorized by a collective bargaining agreement that provides that the

member retains seniority rights with the employer during the period.of
leave. The compensation earnable reported for a member who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargaining

agreement.

(3) Except as specified in subsection (4) of this section, a member
shall be eligible to receive a maximum of two years service credit
during a member's entire working career for those periods when a member
is on an unpaid leave of absence authorized by an employer. Such
credit may be obtained only if:

(a) The member makes both the plan 2 employer and member
contributions plus interest as determined by the department for the
period of the authorized leave of absence within five vyears of

resumption of service or prior to retirement whichever comes sooner; or
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(b) If not within five years of resumption of service but prior to
retirement, pay the amount required under RCW 41.50.165(2).

The contributions required under (a). of this subsection shall be
based on the.average of the member's compensation earnable at both the
time the authorized leave of absence was granted and the time the
member resumed employment.

(4) A nember who leaves the employ of an employer. to enter the
( (armed—Forees)) uniformed services of the United States shall be
entitled to retirement system service credit for up to five years of
military service. This subsection shall be "administered in a manner

'consistent with the requirements of the federal uniformed services

employment and reemployment rights act.

(a) The member qualifies for service credit under this subsection
if: | ‘

(1) Within ninety days of the member's honorable discharge from the
uniformed services of the United States ( (azmed—Feorees)), the member -
applies for reemployment with the emploYer who employed the member
immediately prior to the member entering the ((Uaited—States—armed

ferees)) uniformed services; and °

(ii) The member makes the employee contributions required under RCW
41.35.430 within five years of resumption of service or prior to
retirement, whichever comes sooner; or

(iii) Prior to retirement and not within ninety days of the-
member's honorable discharge or five years of resumption of service the
member pays the amount required under RCW 41.50.165(2).

(b) Upon receipt of member contributions under (a) (ii), (d) (iii),

or (e)(iii) of this subsection, the department shall establish the

member's service credit and @ shall bill the employer for its
contribution required under RCW 41.35.430 for the period of military
service, plus interest as determined by the department.

(c) The contributions required under (a) (ii), (d) (iii), or (e) (iii)

of this subsection shall be based on the compensation the member would

have earned if not on leave, or if that cannot be estimated with
reasonable certainty, the compensation reported for the member in the
year prior to when the member went on military'leave.

(d) The surviving spouse or eligible child or children of a member

who left the employ of an emplover to énter the uniformed services of

the United States and died while serving in the uniformed services mavy,

Code Rev/LL:seg 9 Z-0163.1/05



W O 1 O b W N =

W W WwWwWwwNRoRoORNNNDNNNON R B B B e e e s g
OB WD HE O W ®T U A WNEREO WU O & @o ko

36
37

on behalf of the deceased member, apply for retirement system service

credit under this subseétion up _to the date of the member's death in

the uniformed services. The department shall establish the deceased

member's service credit if the surviving spouse or eligible child or
children: .
(i) Provides to the director proof of the member's death while

serving in the uniformed serv1cesz

(ii) Provides to the director proof of the member's honorable

service in the uniformed services prior to the date of death; and

(iii) Pays the employee contributions regquired under chapter 41.45

RCW_within five years of the date of death or prior to the distribution

of any benefit, whichever comes first.

{e) A member who leaves the emplov of an emplover to enter the

uniformed services of the United States and becomes. totally

incapacitated for continued employment bv an emplover while'servinq in

the uniformed services is entitled to retirement svstem service credit

under this subsection up to the date of discharge from the uniformed

services if:

(i) The member obtains a determination from the director that he or

she is totally incapacitated for continued employment due to conditions

or events that occurred while serving in the uniformed services:

(ii) The member provides to the director proof of honorable

discharge from the uniformed services;:; and

(iii) The member pays the emplovee contributions required under

chabter 41.45 RCW within five years of the director's determination of

total disability or prior to the distribution of any benefit,‘whichever

comes first.
(f) If the emplover of a member who leaves employment to enter the

uniformed services of the United States chooses to continue to pay all

or part of the member's salary during the period of interruptive

military service, such paid amounts may be reported to the department

for pension purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military

service for so long as the emplover and the member make the required

pension contributions.

Sec. 5. RCW 41.35.650 and 1998 c 341 s 206 are each amended to

read as follows:
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(1) A member who is on a paid leave of absence authorized by a
member's employer shall continue to receive service credit.

(2) A member who receives'compensation from an employer while on an
authorized leave of absence to serve as an elected official of a labor
organization, and whose employer is reimbursed by the labor
organization for the compensation paid to the member during the period
of absence, may also be considered to be on a paid leave of absence.
This subsection shall only apply if the member's leave of absence  is
authorized by a collective bargaining agreement that provides that the
member retains seniority rights with the employer during the period of
leave. The earnable compensation reported for a member who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargaining
agreement.

(3) Except as specified in subsection (4) of this section, a member

'shall be eligible to receive a maximum of two years service credit

during a member's entire working career for those periods when a member

is on an unpaid leave of absence authorized by an employer. Such

_credit may be obtained only if:

(a) The member makes the contribution on behalf of the employer,

-.plus interest, as determined by the department; and

(b) The member makes the employee contribution, plus intefest, as
determined by the department, .to the defined contribution portion.

The contributions reqﬁired shall be based on the average of the
member's earnable compensation at both the time the authorized leave of
absence was granted and the time the member resumed employment.

(4) A member who leaves the employ of an employer to enter the
((ermed—Fforees)) uniformed services of the United States shall be
entitled to retirement system service credit for.up to five years of

military service if within ninety days of the member's honorable
discharge from the uniformed services of the United States ((armed
forees)), the member applies for reemployment with the employer who
employed the member immediately prior to the member entering the
((Qﬁé%ed—S%a%e&—afmed—ééfees)) uniformed services. This subsection
shall be administered in a manner consistent with the requirements of
the federal uniformed services employment and reemployment rights act.

The department shall establish the member's service credit and
shall bill the employer for its contribution reduired under RCW
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41.35.720 for the period of military service; plus interest as
determined by the department. Service credit under this subsection may
be obtained only if the member makes the employee contribution to the
defined contribution portion as determined by the departmeﬁt.

The contributions required shall be based on the compensation the
member would have earned if not on leave, or if that cannot be
estimated with reasonable certainty, the compensation reported for the
member in the year prior to when the member went on military leave.

(a) The surviving spouse or eligible child or children of a member

who left the employ of an employer to enter the uniformed services of

the United States and died while serving in the uniformed Services may,

on behalf of the deceased member, apply for retirement svstem service

credit under this subsection up to the date of the member's death in

the uniformed services. The department shall establish the deceased

member's service credit if the surviving spouse or eligible child or
children: '
(i) Provides to the director proof of the member's death while

serving in the uniformed services;

(ii) Provides to the director proof of the member's honorable

service in the uniformed services prior to the date of death; and

(44i1) Pays the employee  contributions required under this

subsection within five vyears of the date of death or prior to the

distribution of any benefit, whichever comes first.

(b) A member who leaves the emplovy of an emplover to enter the

uniformed services of the United States and _becomes totally
incapacitated for continued employment by an emplover while serving in

the uniformed services is entitled to retirement system service credit

under this subsection up to the date of discharge from -the uniformed

services jif:
(i) The member obtains a determination from the director that he or

she is totally incapacitated for continued emplovment due to conditions

or events that occurred while serving in the uniformed services:

(ii) The ~member provides to the director proof of honorable

discharge from the uniformed services; and

(iii) The member pays the emplovee contributions reguired under

this subsection within five vears of the director's determination of

total disability or prior to the distribution of any benefit, whichever

comes first.
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(c} If the emplover of a member who leaves émolovment.to enter the

uniformed services of the United States chooses to continue to pay_all

or part of the member's salary during the period of interruptive

military service, such paid amounts may be reported to the department

for pension purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military

service for so long as the employver and the member make the required

pension contributions.

Sec. 6. RCW 41.32.260 and 1992 c_212 s 8 are each amended to read

as follows:
Any member whose public school service is interrupted by active

service to the United States as a member of its ((militery,—maval-—eor

air~gerviee)) uniformed services, or to the state of Washington, as a

member of the legislature, may upon becoming reemployed in the public

schools, receive credit for that service upon presenting satisfactory

proof, and contributing to the member reserve, either in a lump sum or
installments, amounts determined by the director. Except that no
military service credit in excess of five years shall be established or

reestablished after July 1, 1961, unless the service was actuélly

rendered during time of war. This section shall be administered in a

manner consistent with the requirements of the federal uniformed

services employment and reemployment rights act.

(1) The surviving spouse or eligible child or children of a member

who left the employ of an emplover to enter the uniformed services of

the United States and died while serving in the uniformed services mavy,

on behalf of the deceased member, apply for retirement system service

credit under this subsection up to the date of the member's death in

the unjiformed services. The department shall establish the deceased

member's service credit if the surviving spouse or eligible child or

childreh: _ .
(a) Provides to the director proof of the member's death while

serving in the uniformed services;

(b) Provides to the director proof of the member's honorable

service in the uniformed services prior to the date of death; and

(c) Pays the employee contributions required under chapter 41.45

RCW within five years of the date of death or prior to the distribution

of any benefit, whichever comes first.

Code Rev/LL:seg 13 Z-0163.1/05



W ®©® Jd 6 U W N =

N R NN R R R R el
W N B O W o®WwJdQoo O WN R O

24
25
26
27

28

29
30
31
32
33
34
35
36
37

{2) 2 member who leaves the employ of an employer to enter the

uniformed services of the United States and becomes totally

incapacitated for continued employment by an employer while serving in

the uniformed services is entitled to retirement system service credit’

under this subsection up to the date of discharge from the uniformed

services if:

(a) The member obtains a determination from the director that he or

she is totally incapacitated for continued emplovment due to conditions

or events that occurred while serving in the uniformed services;

(b) The member provides to the ‘director proof of honorable

discharge from the uniformed services; and-

(c}) The member pays the emplovee contributions required under

chapter 41.45 RCW within five vears of the director's determination of

total disability or prior to the distribution of any benefit, whichever

comes first.

{(3) If the emplover of a member who leaves employment to enter the

uniformed services of the United States chooses to continue to pay all

or part of the member's salary during the period of interruptive

military service, such paid amounts. may be reported to the department

for pension purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military:

service for so long as the employer and the member make the required

pension contributions.

Sec. 7. RCW 41.32.810 and 1996 ¢ 61 s 2 are each amended to read
as follows:

(1) A member who is on a paid leave of absence authorized by a
member's employer shall continue to receive service credit as provided
for under the provisions of ‘RCW 41.32.755 through 41.32.825.

(2) A member who receives compensation from an employer -while on an
authorized leave of absence to serve as an elected official of a labor
organization, and whose employer is reimbursed by the labor
organization for the compensation paid to the member during the period
of absence, may also be considered to be on a paid leave of absence.
This subsection shall only apply if the member's leave of absence is
authorized by a collective bargaining agreement that provides that the
member retains seniority rights with the employer during the period of

leave. The earnable compensation reported for a member who establishes
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service credit under this subsection may not be‘greater than the salary
paid to the highest paid job class covered by the collective bargaining
agreement. ' ‘

(3) Except as specified in subsection (6) of this section, a member
shall be eligible to receive a maximum of two years service credit

- during a member's entire working career for those periods when a member

is on an unpaid leave of absence authorized by an employer. Such
credit may be obtained only if the member makes both the employer and
member contributions plus interest as determined by the department for
the period of the authorized leave of absence within five years of
resumption of service or prior to retirement whichever comes sooner.

(4) If a member fails to meet the time limitations of subsection
(3) of this section, the member may receive a maximum of two years of
service credit during a member's working career for those periods when
a member is on unpaid leave of absence authorized by an employer. This
may be done by paying the amount required under RCW 41.50.165(2) prior
to retirement. '

(5) For the purpose of subsection (3) of this section, the

_contribution shall not include the contribution for the unfunded

supplemental present value as required by RCW 41.32.775. The

_.contributions required shall be based on the average of the member's

earnable compensation at both the time the authorized leave of absence
was granted and the time the member resumed employment.

(6) A member who leaves the employ of an employer to enter the
( (armed—forees)) uniformed services of the United States shall be

entitled to retirement system service credit for up to five years of

military service. This subsection shall be administered in a manner
consistent with the requirements‘ of the federal uniformed services
employment and reemployment rights act.

(a) The member qualifies for service credit under this subsection
if:

(i) Within ninety days of the member's honorable discharge from the
uniformed services of the United States ((armed—foxrees)), the member
applies for reemployment with the employer who employed the member
immediately prior to the member entering the ((Baited—States—armed
forees)) uniformed services; and

(ii) The member makes the employee contributions required under RCW
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41.32.775 within five years of resumption of service or prior to
retirement, whichever comes sooner; or

(iii) Prior to retirement and not within ninety days of the

‘member's honorable discharge or five years of resumption of service the

member pays the amount required under RCW 41.50.165(2).
(b) Upon receipt of member contributions under (a) (ii), (d) (iii),
or (e)(iii) of this subsection, the department shall establish the

“member's - service credit and shall bill the employer for its

contribution required under RCW 41.32.775 for the period of military
service, plus interest as determined by the department.

(c) The contributions required under (a) (ii), (d) (iii), or (e) (iii)

of this subsection shall be based on the compensation the member would

have -earned if not on leave, or if that cannot be estimated with

~reasonable certainty, the compensation reported for the member in the

year prior to when the member went on military leave.

(d) The surviving spouse or eligible child or children of a member

who left the employ of an emplover to enter the uniformed services of

the United States and died while serving in the uniformed services may,

on behalf of the deceased member, apply for retirement system service

credit under this subsection up to the date of the member's death in

the uniformed services. The department shall establish the deceased

member's service credit if the surviving spouse or eligible child or

children:

(i) Provides to the director proof of the member's death while

serving in the uniformed services;

(ii) Provides to the director proof of the member's honorable

service in the uniformed services prior to the date of death; and

(iiji) Pavys the emplovee contributions reqguired under chapter 41.45

RCW within five vears of the date of death or prior to the distribution

of any benefit, whichever comes first.

(e) A member who leaves the employ of an emplover to enter the

uniformed services of the United States and becomes totally

incapacitated for continued employment by an employer while serving in

the uniformed services is entitled to retirement system.service credit

under this subsection up to the date of discharge from the uniformed

services if:

(i) The member obtains a determination from the director that he or
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.she is totally incapacitated for continued employment due to conditions

or events that occurred while serving in the uniformed services;

{ii) The member provides to the director proof of honorable

discharge  from the uniformed services; and

(iii) The member pays the emplovee contributions regquired under

chapter 41.45 RCW within five vears of the director's determination of

total disability or prior to the distribution of any benefit, whichever

comes first.
(f) If the emplover of a member who leaves employment to enter the

uniformed services of the United States chooses to continue to pay all
or part of the member's salary during  the period of interruptive‘

military service, such paid amounts may be reported to the department

for pension purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military

service for so long as the emplover and the member make the reguired

pension contributions.

Sec. 8. RCW 41.32.865 and 1996 ¢ 61 s 3 are each amended to read
as follows:

(1) A member who is‘on a paid leave of absence authorized by a
member's employer shall continue to receive service credit.

(2) A member who receives compensation from an employer while on an
authorized leave of absence to serve as an elected official of a labor
organization, and whose employer 'is reimbursed by the labor
organization for the compensation paid to the member during the period
of absence, may also be considered to be on a paid leave of absence.

This subsection shall only apply if the member's leave of absence is

. authorized by a collective bargaining agreement that provides that the

member retains seniority rights with the employer during the period of
leave. The earnable compensation reported for a member who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargaining
agreement.

(3) Except as specified in subsection (4) of this section, a member
shall be eligible to receive a maximum of two years service credit
during a member's entire working career for those periods when a member
is on an unpaid leave of absence authorized by an employer. Such

credit may be obtained only if:
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(a) The member makes the contribution on behalf of the employer,
plus interest, as determined by the department; and

(b) The member makes the employee contribution,fplus interest, as
determined by the department, to the defined contribution portion.

The contributions required shall be based on the average. of the

member's earnable compensation at both the time the authorized leave of

absence was granted and the time the member resumed employment.

(4) A member. who leaves the employ of ‘an employer to enter the
( (armed—Ferees)) uniformed services of the United States shall be

entitled to retirement system service credit for up to five years of

military service if within ninety days of the member's honorable
discharge from the uniformed services of the United States ((armed
ferees)), the member applies for reemployment with the employer who
employed the member immediately prior :to ‘the member entering the
( (Baited—States—armed—Fforees)) uniformed services. This subsection
shall be administered in a manner consistent with the requirements of

the federal uniformed services employment and reemployment rights act.

The department shall establish the member's service credit and
shall bill the employer for its contribution required under chapter
239, Laws of 1995 for the period of military service, plus interest as
determined by the department. Service credit under this subéection may
be obtained only if the member makes the employee contribution to the
defined contribution portion as determined by the department.

The contributions required shall be based on the compensation the
member would have earned if not on leave, or if that cannot be
estimated with reasonable certainty, the compensation reported for the
member in the year prior to when the member went on military leave.

-{a) The surviving spouse or eligible child or children of a member

who left the employ of an employver to enter the uniformed services of

the United States and died while serving in the uniformed services mav,

on behalf of the deceased member, apply for retitement system service

credit under this subsection up to the date of the member's death in

the uniformed services. The department shall establish the deceased

member's service credit if the surviving spouse or eligible child or

children:
(i) Provides to the director proof of the member's death while

serving in the uniformed services:

Code Rev/LL:seg 18 ' z-0163.1/05



W 0O 3 o U1 d W N R

NN DN NN NN KRB B R R e s s o
© N U W R O VWO YU W R oo

29
30
31
32
33
34
35
36
37

(ii) Provides to the director. proof of the member's honorabie

service in the uniformed services prior to the date of death; and

(iii) Pays the _employee contributions regquired under this

subsection within five years of the date of death or prior to the

distribution of any benefit, whichever comes first.

(b) A member who leaves the employ of an emplover to enter the

uniformed _services of the United States _and becomes totally

incapacitated for continued emplovment by an emplover while serving in

the uniformed services is entitled to retirement system service credit

under this subsection up to the date of discharge from the uniformed
services if: , '
(i) The member obtains a determinatipn from_the director that he or

she is totally incapacitated for continued emplovment due to conditions

or events that occurred while serving in the uniformed services;

(ii) The member provides to .the director proof of honorable

discharge from the uniformed services; and

(iii) The member pays the emplovee contributions regquired under

this subsection within_five years of the director's determination of

total disability or prior to the distribution of any benefit, whichever

comes first. .
(c) If the employer of a member who leaves‘emplovment to . enter the

uniformed services of the United States chooses to continue to pay all

or part of the member's salary during the period of interruptive

military service, such paid amounts may be reported to the department

for pension purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military

service for so long as the employer and the member make the required

pension contributions.

Sec. 9. RCW 41.26.520 and 2002 c 28.s 1 are each amended to read
as follows: .

(1) A member who is on a paid leave of absence authorized by a
member's employer shall continue to receive service credit as provided
for under the provisions of RCW 41.26.410 through 41.26.550.

(2) A member who receives compensation from an employer while on an
authorized leave of absence to serve as an elected official of a labor
organization, and whose employer 1is reimbursed by the labor
organization for the compensation paid to the member during the period
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of absence, may also be considered to be on a péid leave of absence.
This subsection shall only apply if the member's leave of absence is
authorized by a collective bargaining agreement that provides that the
member retains seniority rights with the employer during the period of
leave. The basic salary reported for a member who establishes service
credit under this subsection may not be greater than the salary paid to
the highest paid Jjob class. covered by the collective bargaining
agreement. ‘ .

(3) Except as specified in subsection (7) of this section, a member
shall be eligible to receive a maximum of two years service credit
during a member's entire working career for thosé periods when a member
is on an unpaid leave of absence authorized by an employer. Such
credit may be obtained only if the member makes the employer, member,
and state contributions plus interest as determined by the department
for the period of the authorized leave of absence within five years of
resumption of service or prior to retirement whichever comes sooner.

(4) A law enforcement membér may be authorized by an employer to
work part time and to go on a part-time leéve of absence. During a
part-time leave of absence a member is prohibited from any other
employment with their employer. A member is eligible to receive credit
for any portionvof service credit not earned during a month of part-
time leave of absence if the member makes the employer, member, and
state contributions, plus interest, as determined by the department for
the period of the authorized leave within five years of resumption of
full-time service or prior to retirement whichever comes sooner. Any
service credit purchased for a part-time leave of absence is included
in the two-year maximum provided in subsection (3) of this section.

(5) If a member fails to meet the time limitations of subsection
(3) or (4) of this section, the member may receive a maximum of two
years of service credit during a member's working career for those
periods when a member is on unpaid leave of absence authorized by an
employer. This may be done by paying the amount required under RCW
41.50.165(2) prior to retirement.

(6) For the purpoée of subsection (3) or (4)"of this section the
contribution shall not include the contribution for the unfunded
supplemental present value as required by RCW 41.45.060, 41.45.061, and
41.45.067. The contributions required shall be based on the average of
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the member's basic salary at both the time the authorized leave of
absence was granted and the time the member resumed employment.

(7) A member who leaves the employ of an employer to enter the
((azmed—=£orees)) uniformed services of the United States shall be
entitled to retirement system service credit for up to five years of
military service. This subsection shall be administered in a manner
consistent with the requirements of the federal uniformed services
employment and reemployment rights act.

(a) "The member qualifies for service credit under this subsection
if:

(i) Within ninety days of the member's honorable discharge from the
uniformed services of the United States ( (armed—Forees)), the member
applies for reemployment with the employer who employed the member
immediately prior to the member entering the ((Paited States—armed
ferees)) uniformed services; and

(ii) The member makes the employee contributions required under RCW
41.45.060, 41.45.061, and 41.45.067 within five years of resumption of

service or prior to retirement, whichever comes sooner; or

(iii) Prior to retirement and not within ninety days of the
member's honorable discharge or five years of resumption of service the

member pays the amount required under RCW 41.50.165(2).

(b) Upon receipt of member contributions under (a) (ii), (d) (iii),

or (e)(iii) of this subsection, the department shall establish the

member's service credit and shall bill the employer and the state for
their respective contributioné required under RCW 41.26.450 for the
period of militéry service, plus interest as determined by the
department.

(c) The contributions required under (a) (ii), (d) (iii), or (e) (iii)

of this subsection shall be based on the compensation the member would
have earned if not on leave, or if that cannot be estimated with
reasonable certainty, .the compensation reported for the member in the
year prior to when the member went on military leave.

{d) The surviving spouse or eligible child or children of a member

who left the employ of an employer to enter the uniformed services of

the United States and died while serving in the uniformed services mav,

on behalf of the deceased member, apply for retirement system service

credit under this subsection up to the date of the member's death in

Code Rev/LL:seg 21 Z-0163.1/05



W W WwWwwwwhNNDNDODNNNDRNDND MR S B om o e
O\U'ILb(.h)[\)i—‘OkOm\lmmbbU)l\)HOkom\lmCﬂvbwwl—‘O

W ® g9 & U b W N M

the uniformed services. The department shall establish the deceased

member's service credit if the surviving spouse or eligible child or

children: .
(i) Provides to the director proof of the member's death while

serving_ in the uniformed services;

(ii) Provides to the director proof of the member's honorable

service in the uniformed services prior to the date of death; and

(iii) Pays the employee contributions required under chapter 41.45

RCW within five vears of the date of death or prior to the'distribution

of any benefit, whichever comes first.

(e) A member who leaves the employ of an emplover to enter the

uniformed services of the United States and becomes totally

incapacitated for continued employment by an employver while serving in

the uniformed services is entitled to retirement svstem service credit

under this subsection up to the date of discharge from the uniformed

services if: ) _
(1) The member obtains a determination from.the director that he or

she is totally incapacitated for continued emplovment due to conditions

or events that occurred while serving in the uniformed services;

(ii) The member provides to the director proof of honorable

discharge from the uniformed services; and

(iij) The member pays the employvee contributions required under

chapter 41.45 RCW within five vears of the director's determination of

total disability or prior to the distribution of any benefit, whichever

comes first.

(f) If the employer of a member who leaves employment to enter the

uniformed services of the United States chooses to continue to pavy all

or part of the member's salary during the period of interruptive

military serviqe, such paid amounts may be reported to the department

for pension . purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military

service for so long as the emplover and the member make the required

pension contributions.

(8) A member receiving benefits under Title 51 RCW who is not

receiving benefits under this chapter shall bé deemed to be on unpaid,

authorized leave of absence.
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Sec. 10. RCW 43.43.260 and 2002 ¢ 27 s 3 are each amended to read
as follows: '

Upon retirement from service as provided in RCW 43.43.250, a. member
shall be granted a retirement allowance which shall consist of:

(1) A'prior service allowance which shall be equal to two percent
of the member's average final salary multiplied by the number of years
of prior service rendered by the member.

| (2) A current service allowance which shall be equal to two percent
of the member's average final salary multiplied by the number of years
of service rendered while a member of the retirement system.

(3) (a) Any member commissioned prior to January 1, 2003, with
twenty-five years service in the Washington state patrol may have the
member's service in the ((armed—ferees)) uniformed services credited as
a member whether or not the individual left the employ of the
Washington state patrol to enter such ((armed—forees)) uniformed

services: PROVIDED, That in no instance shall military service in
excess of five years be credited: AND PROVIDED FURTHER, That in each
instance, a member  must restore all withdrawn = accumulated

contributions, which restoration must be completed on the date of the
member's retirement, or as provided under RCW 43;43.130, whichever
occurs first: AND PROVIDED FURTHER, That this section shall not apply
to any individual, not a veteran within the meaning of RCW 41.06.150.

(b} A member who leaves the Washington state patrol'to enter the
((armed—forees)) uniformed services of the United States shall be
entitled to retirement system service credit for up to five years of
military service. This subsection shall be administered in a manner
consistent with the requirements of the federal uniformed services
employment and reemployment rights act.

(i) The member qualifies for service credit under.this subsection
if:

" (A) Within ninety days of the member's honorable discharge from the

uniformed services of the United States ( (exrmed—£forees)), the member

‘applies for reemployment with the employer who employed the member

immediately prior to the member entering the ((Yaited—States—armed
forees)) uniformed services; and

(B) The member makes the employee contributions required under RCW
41.45.0631 and 41.45.067 within five years of. resumption of service or

prior to retirement, whichever comes sooner; or
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(C) Prior to retirement and not within ninety daYs of the member's
honorable discharge or five years-of resumption of service the member
pays the amount required under RCW 41.50.165(2).

(ii)  Upon receipt of member contributions wunder (b) (i)(B).
{b) (iv) (C), and (b)(v)(C) of this subsection, the department shall

establish the member's service credit and shall bill the employer for

its contribution required under RCW 41.45.060 for the period of
military service, plus interest as determined by the department. _

(iii) The contributions required under (b) (i) (B), (b) (iv) (C), and
(b) (v) (C} of this subsection shall be based on the compensation the
member would have earned if not on leave, or if that cannot be

estimated with reasonable certainty, the compensation reported for the
member in the year prior to when the member went on military leave.

(iv) The surviving spouse or eligible child or children of a member

who‘left_the employ of an employver to enter the uniformed services of

the United States and died while serving in the uniformed services may,

on behalf of the deceased member, apply for retirement system service

credit under this subsection up _to the date of the member's death in
the uniformed services. The department shall establish the deceased

member's service credit if the.  surviving spouse or eligible child or

children:
(A) Provides to the director proof of the member's death while

serving in the uniformed services;
(B) Provides to the director proof of the member's honorable

service in the uniformed services prior to the date of death; and

(C) If the member was commissioned on or after January 1, 2003,

pays the employee contributions required under chapter 41.45 RCW within

five years of the date of death or prior to the distribution of any

benefit, whichever comes first.

(v) A member who leaves the employ of an employer to enter the

uniformed services of the United States and becomes totally

incapacitated for continued employment by an emplover while serving in
the uniformed services is entitled to retirement svstem service credit

under this subsection up to the date of discharge from the uniformed

services if:
(A) The member obtains a determination from the director that he or

she is totally incapacitated for continued employvment due to conditions

or events that occurred while serving in the uniformed services;
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(B) The member provides to the director proof of honorable

discharge from the uniformed services; and

(C) If the member was commissioned on or after January 1, 2003, the

member pays the emplovee contributions regquired under chapter 41.45 RCW

within five vears of the director's determination of total disability

or prior to the distribution of any benefit, whichever comes first.

(vi) If the employer of a member who leaves emplovment to enter the

uniformed services of the United States chooses to continue to pavy all

or part of the member's salarv during the period of interruptive
military service, such paid amounts may be reported to the department

for pension purposes and the member may _continue to accrue the

corresponding service credit during the period of interruptive military

service for so long as the emplover and the member make the required

pension contributions.

(4) In no event shall the total retirement benefits from

subsections (1), (2), and (3) of this section, of any member exceéd
seventy-five percent of the member's average final salary.

-(5) Beginning July 1, 2001, and every year thereafter, the
department shall determine the following information for each retired
membef or beneficiary whose retirement allowance has been in effect for
at least one yeér:

(a) The. original dollar amount of the retirement allowance;

(b) The index for the calendar year prior to the effective date of
the retirement allowance, to be known as "index A";

(c) The index for the calendar year prior to the date of
determination, to be known as "index B"; and

(d) The ratio obtained when index B is divided by index A.

The value of the ratio obtained shall be the annual adjustment to
the original retirement allowance and shall be applied beginning with
the July payment. 1In no event, however, shall the annual adjustment:

(i) Produce a retirement allowance which is lower than the original
retirement allowance; . |

(ii) Exceed three percent in the initial annual adjustment; or

(iii) Differ from the previous year's annual adjustment by more
than three percent.

For the purposes of this section, "index" means, for any calendar

year, that year's average consumer price index for the Seattle-Tacoma-
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Bremerton Washington area for urban wage earners and clerical workers,

all items, compiled by the bureau of labor statistics, United States
department of labor. ’

The provisions of this section shall apply to all members presently
retired and to all members who shall retire in the future.

7 Sec.. 11. RCW 41.37.260 and 2004 c 242 s 32 are each amended to
read as follows: : o '

(1) A member who is on a paid leave of absence authorized by a
member's employer shall continue to receive service credit as provided
for under RCW 41.37.190 through 41.37.290. '

(2) A member who receives compensation from. an employer while on an
authorized leave of absence to serve as an elected official of a labor
organization, and whose employer is reimbursed by the 1labor
organization for the compensation paid to the member during the period
of absence, may also be considered to be on a paid leave of absence.
This subsection shall only apply if the member's leave of absence is
authorized by a collective bargaining agreemernit that provides that the
member retains seniority rights with the employer during the period of
leave. The compensation earnable reported for a member who establishes
service credit under this subsection may not be greater than the salary
paid to the highest'paid job class covered by the collective bargaining
agreement.

(3) Except as specified in subsection (4) of this section, a member
shall be eligible to receive a maximum of two years service credit
during a member's entire working career for those periods when a member
is on an unpaid leave of absence authorized by an employer. This
credit may be obtained only if:

(a) The member makes both the employer and member contributions
plus interest as determined by the department for the period of the
authorized leave of absence within five years of resumption of service
or prior to retirement whichever comes sooner; or

(b) If not within five years of resumption of service but prior.to
retirement, pay the amount required under RCW 41.50.165(2).

The contributions required under (a) of this subsection shall be
based on the average of the member's compensation earnable at both the

"time the authorized leave of absence was granted and the time the

member resumed employment.
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(4) A member who leaves the employ of an employer to enter the
((a{ﬁﬁﬁi—éﬁﬁﬁaes)) uniformed services of the United States shall be
entitled to retirement system service credit for up to five years of

military service. This subsection shall be administered in a manner
consistent with the requirements of the federal uniformed services
employment and reemployment rights act. |

(a) The member qualifies for sérvice credit under this subsection

_if:

(i) Wlthln ninety days of the member's honorable discharge from the
unlformed services of the United States ( (axmed—forees)), the member
applies for reemployment with the employer who employed the member
immediately prior to the member enterlng the ((Uﬁé%eé—S%a%es—iﬂﬁed

ferees)) uniformed services; and

(ii) The member makes the employee contributions required under RCW
41.37.220 within five years of resumption of service or prior to
retirement, whichever comes sooner; or '

(iii) Prior to retirement and not within ninety days of the

member's honorable discharge or five years of résumption of service the

member pays the amount required under RCW 41.50.165(2).

(b) Upon receipt of member contributions under (a) (ii), (d) (4idi),
or (e)(iii) of this subsection, the department shall establish the

. member's service credit and shall bill the employer for its

contribution required under RCW 41.37.220 for the period of military
service, plus interest as determined by the department.
(c) The contributions required under (a) (ii), (d) (iii), or (e) (iii)

of this subsection shall be based on the compensation the member would
have earned if not on leave, or if that cannot be estimated with
reasonable certainty, the compensation reported for the member in the
year prior to when the member went on military leave. '

(d) The surviving spouse or eligible child or children of a member

who left the employ of an emplover to enter the uniformed services of

the United States and died while serving in the uniformed services may,

on behalf of the deceased member, apply for retirement svystem service

credit under this subsection up to the date of the member's death in

the uniformed services. The department shall establish the deceased

member's service credit if the surviving spouse or eligible child or

children:
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(i) Provides'to the director proof of the member's "death while

serving in the uniformed'servicesz
(ii) Erovides to the director proof of the member's honorable

service in the uniformed services prior to the date of death; and

{(iii) Pays the employee contributions reguired under chapter 41.45

RCW within five vears of the date of death or prior to the distribution

of any benefit, whichever comes first.
(e) A member who leaves the employ of an emplover to enter the

uniformed services of the 'United States and becomes totally

- incapacitated for continued emplovment.bv an_employer while serving in

the uniformed services is entitled to retirement system service credit

under this subsection up to the date of discharge from the uniformed

services if:

(i) The member obtains a determination from the director that he or
she is totally incapacitated for continued emplovment due to conditions

or events that occurred while serving in the uniformed services;

(ii) The member provides to the director proof of honorable

"discharge from the uniformed services; and

(iii) The member pays the employee contributions required under

chapter 41.45 RCW within five vears of the director's determination of

total disability or prior to the distribution of any benefit, whichever

comes first.

(f) If the employer of a member who leaves employment to enter the

uniformed services of the United States chooses to continue to pay all

or part of the member's salary during the period of interruptive

military service, such paid amounts may be reported to the department

for pension purposes and the member may continue to accrue the

corresponding service credit during the period of interruptive military

service for so long as the employer and the member make the required

pension contributions.

NEW SECTION. Sec. 12, Section 11 of this act takes effect July 1,

2006,

——— END =«~=
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 10/7/04 Z-0163.1
SUMMARY OF BILL:

This bill impacts the Public Employees’ Retirement System, the School Employees’ Retirement System,
the Teachers’ Retirement System, the Law Enforcement Officers’ and: Firefighters’ Retirement System Plan
2, the Washington State Patrol Retirement System, and the Public Safety Employees’ Retirement System
by authorizing interruptive military service credit for employees who cannot return to public employment
due to death or total disability while serving in the uniformed services. Service credit could be purchased
by a disabled member or survivor(s) of a deceased member for interruptive military service credit up to the
date of death or disability. This bill also would allow for accrual of service credit during the period of
interruptive military service in those instances in which the employer chooses to continue to pay all or part
of a member's salary and the required employer and member contributions continue to be paid into the
retirement system.

Effective Date: 90 days after session.

CURRENT SITUATION:

Interruptive military service is governed by the Uniformed Services Employment and Re-employment
Rights Act (USERRA). At a minimum, public employers must provide the protections specified in the act.
State law can provide for benefits that are more generous than those under USERRA, as long as the
minimum requirements of the federal law are fully satisfied.

USERRA provides for the re-employment of individuals who leave employment to serve in the uniformed
services of the United States. Included in USERRA's re-employment rights is the right to restoration of
retirement plan benefits, and to that end, USERRA provides for reinstatement of retirement service credit
after re-employment. USERRA does not, however, address the retirement benefits that would have
accrued to members who are never re-employed because they died while in active service or became
totally incapacitated for continued service with their employer.

With respect to salary paid during the period of interruptive military service, current law does not provide for
reporting such pay to the Department of Retirement Systems. Pension contributions are paid back to the
retirement system after the members are re-employed. For vesting and accrual purposes, however,
members are treated as if they had been continuously employed, as this is one of the requirements of
USERRA.
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MEMBERS IMPACTED:

We estimate that each year, 0 to 6 members out of the total members of all the systems would be affected
by this bill.

We estimate that for a typical member impacted by this bill, the increase in benefits would be in the $40 to s
$50 per month range.

FISCAL IMPACT:

The cost of this bill is insufficient to increase contribution rates in any of the affected systems.
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